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Collective Bargaining in 1949 
E. B. McNatr 


Professor of Economics, University of Illinois 


_FOR THE SECOND TIME since V-J Day, 
a major breakdown in labor-manage- 
ment negofiations in the steel industry 
resulted in a nation-wide strike of the 
workers in this industry in 1949. To a 
considerable extent this impasse in the 
steel industry was reflected in delayed 
negotiations, postponed settlements, 
and even strikes in other industries. In 
the coal industry, for example, very 
little serious collective bargaining was 
attempted until after the steel dispute 
was settled. 

What were the major issues in dis- 
pute in the collective bargaining nego- 
tiations of 1949? How did these issues 
differ from those in 1946, 1947, and 
1948? How were they resolved, and 
what is the social and economic sig- 
nificance of the collective bargaining 
settlements of 1949? These and other 
questions raised by our collective bar- 
gaining in 1949 are of sufficient public 
importance to warrant a rather careful 
examination of this experience and to 
suggest at least some tentative answers 


to these questions. 


The First Three Postwar Years 


With the cessation of hostilities in 
August, 1945, organized labor, like the 
rest of the nation, turned its attention 
to problems of postwar readjustment. 
Also like much of the rest of the nation, 
organized labor had become very res- 
tive under the strictness of a govern- 
mentally controlled war economy and 
was extremely anxious to participate 


actively in the establishment of new 
postwar standards of labor welfare. 
Particularly onerous to labor had 
been the wartime restrictions and con- 
trols over wage increases. Labor felt 
that as a class it had been prevented 
by the government’s wage stabilization 
law from sharing equally in the ex- 
panded incomes and prosperity of the 
war period, and hence believed that 
labor incomes and welfare had not kept 
pace with the remainder of the econ- 
omy. When the President announced 
almost immediately after V-J Day the 
general abandonment of the tight war- 
time restrictions on wage increases, 
organized labor accepted this an- 
nouncement as an open invitation to 
recoup some of its wartime wage losses 
and to secure its postwar standard of 
living by free collective bargaining. 
The immediate concern of labor in 
the fall of 1945 was the fear of loss of 
“take-home” pay incident to the con- 
version of American industry from war 
to peace and the probable reduction 
in the length of the work week. Man- 
agement incentive to reduce the length 
of the work week was, of course, pro- 
vided by the penalty overtime rates 
prescribed in the Fair Labor Standards 
Act. As peacetime production shifted 
from governmental contracts (with 
costs generally underwritten in ad- 
vance) to open market competition, it 
was expected that cost considerations 
would once again become a major item 
in industrial production. Thus labor 
shaped its first postwar collective bar- 
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gaining demands around maintenance 
of its wartime money incomes, or “take- 
home” pay. It believed that its postwar 
standard of living could only be pro- 
tected in this way. Hence a 30 per cent 
wage increase became the battle cry for 
the first postwar collective bargaining 
negotiations.* 

These wage demands of organized 
labor, however, were stoutly resisted 
by industry — partly at least because 
of existing price controls on the sale of 
its products. The wage issue, therefore, 
was not resolved in the major Ameri- 
can industries without a show of force. 
During the twelve-month period after 
V-J Day, there were 4,630 work stop- 
pages, involving some 5 million work- 
ers, and resulting in about 120 million 
man-days of idleness. 

During this period widespread use 
was made of fact-finding boards in the 
nation-wide strikes in the oil, steel, 
automobile, meat-packing, and railroad 
industries. In addition, government 
seizure was resorted to in the oil, coal, 
meat-packing, and transportation in- 
dustries. A wage increase “pattern” of 
18% cents per hour was finally estab- 
lished in the early spring of 1946 and 
was the basis for settlement of nation- 
wide strikes in the steel, oil, automobile, 
coal, and _ transportation industries. 
Somewhat smaller wage increases, rang- 
ing downward from 16 cents in meat 
packing and 15 cents in the lumber in- 


* The 30 percent figure represented almost 
exactly the loss in “take-home” pay that 
would be suffered if American industry gen- 
erally cut back from its wartime average of 
48 hours to the straight-time work week of 
40 hours to escape the penalty overtime 
rate of time and one-half for the sixth work 
day. 


dustries to as low as 11 cents in the — 
glass industry, completed the first post-. | 
war collective bargaining settlements. 
The significant thing about the first — 
postwar bargaining negotiations and ~ 
settlements, however, was that the dis- — 
putes revolved almost entirely around 
the issue of wages. (Secondary issues 
involved a health and welfare fund in 
the coal industry, and certain changes 
in working rules for the railroads.) 

Beginning in the late fall of 1946, 
“second round” bargaining demands 
of organized labor also centered almost , 
entirely upon increases in basic wage’ 
rates. For this, the principal reason was 
the price increases that were taking 
place during the latter part of 1946 and 
the first part of 1947.2 The “pattern” 
of wage rate increases that emerged in 
the spring of 1947 was a 15-cent-an- 
hour “package.” In the automotive in- 
dustry, this “package” consisted of an 
11.5 cent increase “across the board,” 
and an additional 3.5 cents to cover the 
cost of paid holidays. In steel, the 
general increase amounted to 12.5 
cents an hour, plus certain “fringe” ad- 
justments, bringing the total increase 
to approximately 15 cents. The “second 
round” pattern, with some variations, 
spread rapidly in the spring and sum- 
mer throughout manufacturing and 
nonmanufacturing groups, including 
the coal and railroad industries. 

The second postwar collective bar- 
gaining negotiations and settlements 
were, therefore, significant in at least 
three respects. In the first place, the 
collective bargaining emphasis  re- 

*The BLS consumer price index, which 


stood at 131.1 (1935-39100) in April, 
1946, had increased to 156.1 in April, 1947. 
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mained firmly on maintaining or im- 


sroving worker standards of living 
hrough wage increases. In the second 
glace, the negotiations were completed 
argely without governmental interven- 
ion and without nation-wide strikes in 
sasic industries. (Exceptions were the 
soal and telephone strikes in the fall 
of 1946 and spring of 1947.) In the 
third place, these settlements were 
learly related to the general abandon- 
ment of price controls in the fall of 
1946, and hence marked the end of the 
irst lap in the postwar race between 
wage increases and uncontrolled price 
mcreases. 

The collective bargaining “pattern” 
sf 1948 was somewhat more tardy in 
Jeveloping and somewhat less uniform 
n its application. Prices continued to 
ise rather rapidly,* and labor con- 
inued to press for wage increases to 
<eep up with the advancing cost of 
iving. By April of 1948, wage increases 
(closely related to cost-of-living changes 
ince the previous wage adjustments) 
1ad been granted to more than a fourth 
of the organized workers, but strong 
esistance to a “third round” of wage 
ncreases in the mass-production indus- 
ries, notably steel, delayed the emer- 
yence of any national pattern. It was 
10t until mid-summer that the “no- 
wage-increase”’ line in the mass-produc- 
jon industries was broken by the 
seneral Motors settlement. Wage in- 
reases of 11-13 cents an hour in the 
utomotive and electrical products in- 
Justries, 13 cents in steel, $1.00 a day 
n coal, 8-15 cents in communications, 

*From 156.1 (1935-39 = 100) in April 


yf 1947, the consumer price index had in- 
reased to 169.3 in April of 1948. 


and 10 cents on the railroads finally 
established whatever “pattern” there 
was for the 1948 wage adjustments. 
The wage increases for 1948, therefore, 
probably averaged about 11-12 cents an 
hour for the majority of organized em- 
ployees. 

Two significant aspects of the bar- 
gaining negotiations and settlements of 
1948 may be noted. First, the continued 
emphasis of organized labor on wage 
increases to offset the rising cost of 
living, and second, the emergence of 
strong industry resistance to further 
wage increases, even though price con- 
trols had been abandoned. 


The 1949 Negotiations 


The bargaining demands of organ- 
ized labor in 1949 were very slow in 
emerging, and the final settlements 
were much longer delayed than in 1948. 
It was apparent fairly early in the 
spring of 1949, however, that the bar- 
gaining demands of organized labor 
would be concentrated on greater eco- 
nomic security for the workers rather 
than on improvements in the immedi- 
ate standard of living through increases 
in basic wage rates. 

For this shift in trade union empha- 
sis, strategy, or policy, there were 
several reasons. First and foremost was 
the business recession of the latter part 
of 1948 and the first half of 1949. In 
August, 1948, almost all the standard 
indexes of business activity (prices, pro- 
duction, employment) started a slow 
decline. This general decline continued 
with only minor and temporary inter- 
ruptions from August of 1948 to ap- 
proximately August of 1949. With busi- 
ness activity and the cost of living de- 


clining, and unemployment increasing, 
the spring of 1949 did not appear to be 
a particularly appropriate time to press 
for further wage increases. 

Partly related to this business reces- 
sion, and partly independent of it, was 
a growing consumer and industry re- 
sistance to price and cost increases. On 
the consumers’ side, withholding of 
purchases increased savings; this reac- 
tion was passed on to manufacturers 
in aggravated forms through distribu- 
tors’ attempts to cut inventories. That 
this resistance was at least partly in- 
dependent of the business recession 
itself, is indicated by the strong in- 
dustry stand against wage-cost-price in- 
creases in the 1948 negotiations. The 
strength of this resistance in the spring 
of 1949 clearly dictated a modification 
of organized labor’s previous emphasis 
on wage increases as a major goal for 
collective bargaining. 

An additional factor of considerable 
importance in explaining the shift of 
organized labor’s demands from wage 
increases to security considerations in 
1949 was the existing inadequacy of 
benefits under the Federal Social Se- 
curity Act. A Social Security benefit 
structure based largely on a prewar 
price level had become woefully inade- 
quate and out-of-date in 1949. This 
was particularly *true in the case of Old 
Age and Survivor Insurance benefits. 
If the case for further general wage in- 
creases at this time seemed somewhat 
weak, therefore, the case for supple- 
mental old age and other benefits 
financed largely by industry appeared 
rather strong. 

A final consideration of quite a dif- 
ferent character also influenced the 
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shift in collective bargaining strategy; 
and emphasis in 1949, at least in the 
CIO mass-production industries. This 
consideration involved the whole ques- 
tion of union politics — particularly, 
the struggle between Philip Murray, 
of the CIO and John L. Lewis of the 
independent United Mine Workers fort 
power, prestige, and recognition in the: 
labor movement. Lewis had secured,, 
as part of the bargaining settlements: 
in the coal industry in 1948, a Health 
and Welfare Fund, which was financed! 
by a 20 cents per ton royalty on coal! 
production, and from which (among: 
other benefits) $100-per-month old age 
pensions were being paid to eligible 
coal miners in the latter part of 1948 
and the first part of 1949. Employees 
in the “captive” coal mines of steel 
and other companies were, of course, 
eligible for these benefits. The advan- 
tage thus secured by Lewis for his coal 
miners put heavy pressure upon other 
labor leaders to secure somewhat simi- 
lar concessions in their industries in 
order to retain the respect and follow- 
ing of their rank and file members. 


The Bargaining Demands 


Even though the prospect of secur- 
ing general wage increases in 1949 ap- 
peared rather remote, bargaining 
strategy and techniques dictated that 
this consideration should not be for- 
mally abandoned. Consequently, wage 
increase proposals were made a formal 
part of the collective bargaining de- 
mands served on most industries. In 
the textile industry, union wage de- 
mands, which were submitted to arbi- 
tration in February, were turned down 
on the basis of the economic outlook 


in the industry. In the shoe industry 
2g 1949 contracts were generally re- 
newed without any wage increases. 
Relatively small wage increases, how- 
ever, were granted in February to work- 
ers in public utilities, paper, printing, 
metalworking, and air transportation. 
But in the mass-production industries, 
including steel, automobiles, rubber, 
electrical products, coal, and meat 
packing, union requests for wage in- 
creases had been met by flat rejections. 

Thus, in the spring of 1949, union 
demands for health, welfare, and retire- 
ment programs became _ increasingly 
important in collective bargaining ne- 


gotiations in the mass-production in- 
dustries.* During the summer months, 
union demands in the steel, automobile, 
rubber, and coal industries shifted still 
more from wage increases to employer- 
financed old age pensions and other 
welfare benefits. “Big Steel” and cer- 
tain automotive companies refused to 
bargain on these issues, on the ground 
that they were not proper subjects for 
bargaining under their wage-reopening 
contract clauses. A Presidential Fact- 
Finding Board was established in July, 
over the protests of the steel industry, 
to hear the parties involved in this 
controversy and to make recommenda- 
tions for a settlement of the dispute. 
The Steelworkers’ Union presented its 
demand for a 12% cent wage increase 
and approximately 18% cents in em- 
ployer-financed pensions and social in- 
surance. 

Negotiations remained practically at 
a standstill in the automotive, coal, and 


4 The Weirton Steel Company had granted 
$100 per month employer-financed pensions 
to the members of its independent union in 
January, 1949. 
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electrical products industries while the 
Fact-Finding Board was holding its 
hearings and making its final report. 

The Fact-Finding Board made its re- 
port on the steel industry to the Presi- 
dent on September 10, 1949, and rec- 
ommended company-paid pensions and 
social insurance to an amount of 10 
cents per hour, but no wage increases. 
The Board felt that pensions and social 
insurance “should be considered a part 
of the normal business costs to take 
care of temporary and permanent de- 
preciation of the human ‘machine,’ in 
much the same way as provision is 
made for depreciation of plant and 
equipment. This obligation should be 
among the first charges on revenue.” 
The Steelworkers’ Union accepted the 
recommendations of the Fact-Finding 
Board, but the noncontributory prin- 
ciple of financing pensions and social 
insurance was rejected by the steel 
companies. A nation-wide strike of 
steelworkers began on October 1, 1949, 
to enforce their demand for acceptance 
of the Board’s recommendations. This 
strike against “Big Steel” continued 
until November 11, 1949, but two set- 
tlements in the automotive industry 
and in a segment of the steel industry 
in September and October foreshad- 
owed an early termination of the strike 
against “Big Steel,” as well as the terms 
of the final settlement. Only in the coal 
and rubber industries had major unions 
gone on strike in advance of the settle- 
ments in steel. 


The Bargaining Settlements 


The first major break in the mass- 
production industries’ resistance to non- 
contributory pensions and social insur- 


8 CURRENT ECONOMIC COMMENT 


ance came in the automobile industry 
on September 29, 1949. The Ford 
agreement provided for no wage rate 
increases, but for a pension plan, 
financed exclusively by the company, 
which together with social security 
benefits will pay $100 per month to 
employees aged 65 with 30 years serv- 
ice. Smaller pensions are provided for 
retiring employees with lower age and 
service qualifications. The cost to the 
company of this plan under existing 
social security benefit standards is esti- 
mated to be about 8% cents per hour. 
The company also agreed: to continue 
an existing employee, noncontributory 
liability and life insurance plan whose 
estimated cost is about 1% cents per 
hour. Thus Ford became the first major 
company to accept the principle of 
noncontributory old age pensions for its 
employees in the 1949 collective bar- 
gaining settlements. 

The first break in the steel strike 
came on October 31, with the an- 
nouncement of an agreement between 
the Bethlehem Steel Company and the 
Steelworkers’ Union. In this settlement, 
the Bethlehem Company agreed to ex- 
tend its existing employer-financed old 
age pension program to provide $100 
per month to workers at age 65 after 
25 years of service. The cost’ to the 
company of this extension was esti- 
mated to be 10-12 cents per hour. In 
addition, other social insurance benefits 
were established with joint employer- 
employee financing to the extent of 24% 
cents per hour from each. The non- 
contributory old age pension cost to 
the company will be reduced if social 
security benefits are raised. No wage 
increases were granted, and the con- 


| 
| 
- 
tract runs to December 31, 1951. The: 
remainder of the “Little Steel’? group, 
Jones and Laughlin, Republic, Youngs-+ 
town, and Inland, quickly fell into line; 
and signed agreements with the Steel-, 
workers’ Union on substantially the: 
same terms as provided in the Bethle-. 
hem settlement. i 

On November 11, U.S. Steel Corpo-) 
ration signed an agreement with the! 
union almost identical with the “Little 
Steel” settlements, and the strike) 
against this company ended. The new 


pension and social insurance plan | 
were to be continued in effect for five 
years, subject to the right of U.S. Steel | 
to terminate the pension plan at the 
end of two years, if it so desires. . 
With the end of the steel strike, the 
“pattern” for 1949 collective bargain- 
ing settlements seemed to be fairly well. 
established, at least for the CIO- 
organized mass-production industries. 
This pattern provided for employer-— 
financed old age pensions of $100 per 
month (including social security bene- 
fits), employer-employee financed 
social insurance (death, sickness, acci- 
dent, and hospitalization), no wage 
rate increases, and other relatively 
minor “fringe” employee benefits. Two 
agreements were negotiated in October 
between the Longshoremen’s Union on 
the East and West coast providing for 
no wage rate increases but for em- 
ployer-financed old age pensions and 
jointly-financed social insurance bene- 
fits. It was expected that this pattern 
would almost certainly be extended to 
include the remainder of the auto- 
mobile, the electrical products, and the 
rubber industries in their final 1949 
collective bargaining settlements. 


~ However, it would be a serious mis- 
ke to assume that this pattern of no 
age increases and general private old 
ge pension benefits was adopted uni- 
ersally in 1949 bargaining settlements. 
ast year’s bargaining settlements, for 
xample, in the meat-packing, the tex- 
ile, and the shoe industries provided 
yr no old age pensions or social in- 
rance, and no general wage increases. 
m the other hand, the AFL 1949 
greements generally provided for 
mall wage increases (5-8 cents per 
nour) and no pension or social insur- 
mce benefits. In the coal industry, 
uithough the 1949 contracts have not 
geen concluded at this writing, the 
srinciple of employer-financed old age 
ensions and other benefits was estab- 
ished several years ago, and no new 
‘pattern’ was expected to emerge from 
he final 1949 negotiations in this in- 
justry. 


Economic Significance of the 1949 
Collective Bargaining Settlements 


The 1949 collective bargaining set- 
lements pose extremely important eco- 
omic questions for union organization 
ind leadership, for industry, and for 
ociety. First of all, the pension settle- 
nents in the larger mass-production in- 
lustries pose for the unions the serious 
nternal organizational problem of 
naintaining the morale and loyalty of 
he rank and file workers who won no 
uch concessions in 1949. As has been 
yointed out, the majority of organized 
vorkers even in the CIO did not re- 
eive these benefits. Furthermore, the 
lifference in union policy between the 
11O and the AFL on private employer- 
inanced pensions was brought sharply 
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into focus by the 1949 settlements. The 


AFL, with a large proportion of its 
members organized into crafts, and 
without regular employers (e.g., the 
building trades), officially opposed the 
private pension plan policy as a sub- 
stitute for wage increases in 1949. 

This difference in collective bargain- 
ing policy will possibly widen the 
breach between the CIO and AFL, in- 
tensify their competitive struggle for 
membership and recognition in the 
labor movement, and weaken their 
political influence 
circles. 

Although Murray appears tempo- 
rarily at least to have won back some 
of his threatened losses in prestige and 
recognition in the labor movement 
from Lewis, the swing may be only 
temporary. The job of holding this 
leadership and preserving a loyal rank 
and file following may become im- 
mensely more difficult if the 1949 
pension programs are not extended to 


in governmental 


other organized groups, or if existing 
plans are not renewed in future nego- 
tiations, or if these plans run into over- 
whelming financial difficulties. AFL, 
CIO, and independent union leader- 
ship thus may be made much more 
complicated and difficult as a result of 
the 1949 settlements. 

However, one should not conclude 
from these settlements that any per- 
manent shift in union policy from wage 
increases to pensions has taken place, 
even in the CIO. The labor movement 
in the United States is above all else 
pragmatic and opportunistic. The pen- 
sion policy of 1949 was opportunistic 
— jit simply appeared, to the CIO at 
least, to be a better prospect in 1949 


than a general wage increase. Under 
different future conditions, improved 
wages or working conditions are certain 
to be pressed as prime union policies. 

The economic implications of the 
1949 pension settlements for industry 
are many and far-reaching. First and 
foremost, perhaps, is the cost problem. 
From the point of view of cost to in- 
dustry, it makes little if any difference 
whether a 10-12 cents an hour increase 
is granted in the form of a general 
wage increase or in the form of com- 
pany-financed pensions. 

Even in the short run, therefore, seri- 
ous cost-price-profit adjustments must 
be considered. The speed with which 
the steel industry announced an in- 
crease in the price of basic steel prod- 
ucts after the bargaining settlements in 
1949 came as a shock to many people, 
apparently because they had errone- 
ously assumed that a 10-12 cent com- 
pany-financed pension was less of a cost 
item to the industry than a 10-12 cent 
general wage increase. 

But there is one important difference 
between the “fourth round” pension 
settlements and the “first three rounds” 
of wage increases in their effect upon 
prices. The 1949 pension settlements 
will not add upward pressure on prices 
from immediately increased consumer 
purchasing power as did the first three 
postwar rounds of wage increases. In 
this way the 1949 pension settlements 
will exert less of an inflationary in- 
fluence on the economy than previous 
settlements in the postwar years. 

In the longer run, however, the 
financial liability created under pension 
plans such as those negotiated in 1949 
may become an overwhelming cost 
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burden to many enterprises. Few com} 
panies are big enough to carry thes} 
risks alone and assume these oblig: A 
tions regardless of war or peace, the 
stage of the business cycle, and cha 
ing market demands. 

A second implication of the 1948 
pension settlements for industry in: 
volves the acceptance by industry 
the principle of social responsibility foo 
the security of its older workers. Ola 
age pensions would thus become a 
standard paae of industry’s cost of pro- 
duction “among the first charges or 
revenue.” It will be remembered that 
this proposition was flatly stated in the 
recommendations of the steel Fact- 
Finding Board. It is quite probable that 
the 1949 settlements have gone a long: 
way toward establishing this propo- 
sition as a permanent industrial policy. 

A final implication of the greatest 
importance to industry involves the 
limitations established finally in 1949 
upon employers’ freedom of action in 
the field of pensions and social insur- 
ance. Although pensions and social in- 
surance benefits had been declared 
bargainable issues by the National 
Labor Relations Board before 1949, 
this ruling was challenged by industry 
and a final decision had not been 
handed down during the early 1949 
negotiations. U.S. Steel, for example. 
had insisted that the wage-reopening 
clause in its contract did not permit 
pension bargaining in 1949. The Fact- 
Finding Board denied this contention 
and the U.S. Supreme Court in 194¢ 
upheld an NLRB ruling (in the Inlanc 
Steel Case) that pension plans are sub. 
ject to collective bargaining. 

It appears, therefore, that at presen 


n employer cannot install a new pen- 
on plan, modify an existing one, or 
yandon an existing one, without con- 
Iting the union, if there is a union 
gaining agent in the plant. Charges 
f unfair labor practices are now being 
ressed by unions against several em- 
loyers for establishing pension plans 
nd social security benefits in line with 
e 1949 “pattern” without consulting 
r bargaining with the unions involved. 

The economic significance of the 
949 settlements for society as a whole, 
Owever, appears to be the greatest of 
ll. The most immediate and direct 
esult of the 1949 pension settlements 
3 probably going to be found in the 
'xpansion of the Old Age and Survivor 
Msurance benefits, under the Social 
security Act. Since most of the 1949 
slans provide for employer-financed 
ensions of $100 per month, including 
ocial security benefits, it is clear that 
mereased industrial pressure will be 
yrought to bear on Congress to expand 
he benefit structure of OASI. Workers 
vho do not receive any private pension 
yenefits will add their pressure for Con- 
ressional action in this direction also. 
[The House of Representatives has 
Uready passed overwhelmingly an 
mendment to increase OASI benefits 
yy some 70 per cent, and it is almost a 
oregone conclusion that the Senate 
vill give its approval to this expansion 
arly in 1950. 

The effect of the 1949 pension set- 
lements upon future industrial rela- 
ions is likely to be extremely serious. 
The foundation for future industrial 
trife may well have been laid in 1949 
y the adoption of financially unsound 
nd discriminatory pension plans. The 
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‘long-drawn-out dispute in the coal in- 


dustry in 1949-50 was the result largely 
of the earlier adoption of a financially 
unsound pension plan for the coal 
miners. To the extent that private pen- 
sion plans promise more than they can 
deliver, or provide pension benefits only 
to non-mobile, long-service employees, 
the prospects for industrial peace in 
future union-management negotiations 
will be reduced. Differences in the 
treatment of workers in a multitude 
of private pension plans, based on vari- 
ations in union bargaining strength, or 
on differences in industry’s ability to 
pay, or on differences in union policy 
toward private pensions, are inequit- 
able and can lead only to friction and 
industrial strife. 

The type of union-negotiated old age 
pension plans instituted in 1949 may 
also have undesirable social and eco- 
nomic consequences in at least two 
other respects. First, they may have the 
effect of reducing labor mobility. Prac- 
tically all these plans provide for pen- 
sion rights only for long-service workers 
with particular employers —no provi- 
sion is made for transferring these pen- 
sion rights from one employer or 
industry to another. The optimum dis- 
tribution and employment of the labor 
resource in our economy may, therefore, 
be impaired by the inducements or de- 
terrents for workers to change jobs be- 
cause of attractive or unattractive 
pension plans. Second, these new plans 
may seriously limit the job opportuni- 
ties for older workers. If the financial 
liability of the employer is increased by 
the hiring or retaining of older work- 
ers under these new pension plans, in- 


dustrial discrimination against these 
workers will be increased. 

In the controversy, therefore, be- 
tween government-sponsored -and-ad- 
ministered old age pensions and private 
plans, the weight of argument seems to 
be clearly in favor of a government 
program. The government is the only 
institution, for example, that can claim 
perpetual life—a condition necessary 
for security in a pension plan. A gov- 
ernment program is the only program 
that can provide the maximum protec- 
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tion against discriminatory treatmen 
of employees. A government program 
is the best guarantee against the = 
bility of regularly recurring industria 
strife under union-management ne 
gotiated plans. And finally, a govern 
ment program seems to offer by far the 
best hope that pension promises will b 
kept, that labor mobility between em 
ployees and industries will be encour 
aged rather than discouraged, and tha 
the older workers’ job opportunitie: 
will not be reduced. . 
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Should the United States Return to a 


Full Gold Standard? 


Russe. M. No.en 
Associate Professor of Economics, University of Illinois 


INCE THE Gold Standard Act of 1934 
1e United States has provided for the 
sdemption of its paper money in gold 
t $35 an ounce for foreign exchange 
nly. Many writers and speakers have 
ated that it is inequitable to allow 
mreign citizens to convert their dollars 
to gold at $35 an ounce on demand, 
d at the same time deny the do- 
estic holder of currency the right to 
demption in gold. 

In the past ten years the advocates 
F gold redemption for all currency 


ave become much more active. 

The Economists’ National Commit- 
‘e on Monetary Policy, composed of a 
umber of university professors, bank- 
‘s, and other businessmen, has for a 
amber of years been advocating the 
‘turn to a gold coin standard. The 
onthly publication of the Committee 
as been ably presenting views and 
jnions on our present monetary policy 
d has been stressing the need for a 
turn to a gold coin standard. 
iIn 1949 a Gold Standard League 
as formed with headquarters at La- 
obe, Pennsylvania, with the stated 
arpose “to inform the public of the 
zed now for the restoration of the 
id coin standard at $35 per ounce.” 
he League, through its national, state, 
strict, and local leaders, plans to 
miliarize the general public by means 
all avenues of communication “with 
e full significance of a sound money 
stem and with the needed corrective 


measures.” Its members plan to work 
with the Economists’ National Com- 
mittee on Monetary Policy. 

On April 23, 1948, the Board of Di- 
rectors of the National Association of 
Manufacturers recommended that “the 
United States put its currency system 
on a gold basis without delay.” Several 
state chambers of commerce have ad- 
vocated a return to a gold standard and 
redeemable currency at the rate of $35 
per ounce. 

Representative Robert Hale of 
Maine introduced on September 28, 
H.R. 6252, “Gold Standard Act of 
1949.” The purpose of this bill, as 
stated in the long title, was “To estab- 
lish and maintain a domestic gold 
coin standard; to restore the right of 
American citizens to own gold and 
gold coins; to return control over the 
public purse to the people; to restrain 
further deterioration of our currency; 
to enable holders of paper money to 
redeem it in gold coin on demand; to 
open up foreign trade through the 
channels of private enterprise; and for 
other purposes.” 

The bill provided for the mainte- 
nance of our standard gold dollar of 
15-5/21 grains gold, 9/10 fine; for gold 
coins of not less than $10 denomina- 
tions; and for redemption in the stand- 
ard unit. Its effective date, if it had 
passed, would have been January 20, 
1950. Representative Reed has intro- 
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duced a similar bill which would be- 
come effective on June 30, 1950. 

At the meeting of the American 
Bankers Association in November, 
1949, W. Randolph Burgess, a New 
York banker and a former president 
of the Association, outlined thé steps 
that the nation should take to return 
to a full gold standard. At the same 
meeting Allan Sproul, President of the 
Federal Reserve Bank of New York, 
said the gold standard had not worked 
in the past and would not work if re- 
established. 

Since free convertibility of all paper 
currency into gold on demand would 
be an important factor in monetary 
management and monetary policy, it is 
imperative that we understand the gold 
standard and its significance in our 
economy before we take such a step. 


Gold and the Money Supply 


Gold and silver have been used as 
media of exchange for many centuries. 
The precious metals were rather satis- 
factory as money in that they were 
generally acceptable, and because of 
their limited quantity they were rela- 
tively stable in purchasing power. Since 
the value relationship of the two metals 
was not always satisfactory, gold gradu- 
ally came to be used more generally; 
and in the 19th century most of the 
major commercial nations adopted a 
gold standard. 

As trade became better stabilized in 
the world, it was more convenient to 
leave the gold in the vaults of banks 
and to exchange the certificates of de- 
posits, which were bank notes or 
promises to pay gold on demand. 
Gradually the bankers were able to 
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cates or bank notes as they had gold § on 
reserve. The bankers held only a partia 
reserve in gold for their notes, since not 
all certificate holders asked for gold a 
the same time. Instead of a 100 
cent gold reserve, they held 20 a. 
per cent gold; the rest of their note: 
were secured by the promises of indil 
viduals or businesses to pay. As : 
as the notes were redeemable in gole 
they were generally acceptable ani 
passed as money. 

Another step in the evolution 
money has been the creation of deposit 
for borrowers by banks which do nq 
issue notes, but simply allow the bor 
rower to write checks on the bank a 
payment for goods or services. Thi 
banker is able to keep only a partia 
reserve in currency for his deposits, an} 


the remainder is secured by the prom 
ises to pay of businessmen and ind 
vidual Thus gol! 
standard evolved from using gold @ 
a medium of exchange to using gol 


borrowers. our 


primarily as a reserve, and then usini 
bank notes and creating bank deposii 
as our actual monetary supply. | 
Since 1936, commercial banks in t 
United States have not been permitte 
to issue notes; the Federal Reser 
banks have the sole right of bank not 
issue. The Federal Reserve banks mu: 
keep 25 per cent in gold for reserve 
and can use government securities an 
commercial promises to pay that the 
have rediscounted for the commercié 
banks as security for the Federal Re 
serve notes. The Federal Reserve banl 
must also keep 25 per cent in gold fc 
the required deposits of member bank 
As a result of these legal requirement 


— 
-? 

» 

- 


> Reserve banks can issue notes 
ounting to two or three times their 
Id reserves when needed. 

As of October, 1949, Federal Re- 
€ notes in circulation _ totaled 
proximately $23.8 billion. The 
easury has some $4.3 billion in cir- 
dation, including silver coins, silver 
rtificates, greenbacks, and minor 
ins. The total money in circulation 
eaning total notes and coins) was 
us approximately $28 billion at the 
ginning of the year 1950. The gold 
serve of the United States was $24.5 
llion, approximately two-thirds of the 
orld’s gold supply. 

A large portion of the notes are held 
y the commercial banks as reserves 
x the demand and time deposits of 
1¢ banks. These deposits have been in 
rge measure created by the banks by 
aning to business and to the govern- 
ént. Since demand deposits are ex- 
tanged by individuals and businesses 
7 means of checks, our demand de- 
sits are really the major portion of 
© total money supply. Time deposits 
e considered by some writers not to 
> money since, at least nominally, time 
posits are placed in the banks as 
vings. But under customary practice, 
me deposits can be withdrawn or 
anged into demand deposits in a 
ort period of time and are actually 
- potentially a part of the money 
pply. Demand deposits in the country 
1949 were approximately $84 billion 
d time deposits $56 billion, making 
total of $140 billion in deposits; when 
ese deposits are added to the $28 
lion of money in circulation there is 
me $168 billion in deposits and cur- 
acy in the United States. This can 
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be considered as our money supply at 
present. 


The Gold Standard and 
Monetary Management 


The colonial governments before the 
American Revolution experimented 
widely with paper money and with 
monetary management. When the Con- 
stitution was most of the 
founding fathers realized that it was 
practically impossible to lay down any 
basic laws of monetary policy that 


written, 


would serve as an adequate guide for a 
long period of time; hence Congress 
was given the power “to coin Money, 
regulate the Value thereof, and of 
foreign Coin.” In giving this power 
to Congress the Constitution further 
stated that no state shall “coin Money, 
emit Bills of Credit, make any Thing 
but gold or silver Coin a Tender in 
Payment of Debts... -” 

The United States adopted both gold 
and silver as its first standard, and both 
were used until the Civil War. During 
the Civil War it used an irredeemable 
paper money standard in the form of 
United States notes (greenbacks) and 
state bank notes. In addition to gold 
and silver, the nation has used bank 
notes and bank deposits for its total 
money supply. 

The United States adopted a gold 
coin standard, in fact, in 1879 when 
the Civil War greenbacks were made 
redeemable in gold. As the gold coin 
standard evolved in the world it had 
several definite characteristics. 

(1) A definite weight of gold was 
coined and adopted as the standard 
money. The United States gold stand- 
ard was the gold dollar of 23.22 grains 


of pure gold until 1934, when it was 
devalued to 13.71 grains. 

(2) All paper money and all other 
money was made redeemable on de- 
mand in gold coins; individuals and 
bankers had the right to spend, hoard, 
invest, or melt these coins. 

(3) The individual had the right to 
import and export gold without re- 
strictions. 

When the major commercial nations 
were operating on a gold standard, the 
monetary management was said to be 
“automatic.” Almost no gold standard 
has ever been fully automatic, because 
some management is instituted when 
gold reserves for the central bank or 
any other note-issuing body are set by 
law or by policy, and when the reserves 
in currency for commercial bank de- 
posits are set by legal requirement or 
policy. Any changes in the weight of 
the standard gold unit, or any changes 
in the policies described, are basically 
monetary management. But the theory 
of the automatic gold standard is that 
if the nations fix a weight of gold as 
their standard and redeem their cur- 
rencies in the standard on demand, then 
the people can buy in any nation in the 
world by shipping gold as payment, or 
by buying foreign exchange’ from the 
banks at rates ‘near the gold value. The 
quantity of money in each nation is 
then determined by the gold inflow or 
the gold outflow. This assumes that the 
total quantity of money, including 
notes and deposits, is kept at a con- 
stant ratio to the gold supply. As an 
illustration, if gold flows from the 
United States, the central bank would 
curtail note issue and the commercial 
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banks would decrease loans, whi« 
would decrease deposits. An inflow 
gold would have the reverse effects. || 
Under international gold standarg 
gold tends to have approximately th 
same purchasing power in all countrigl 
at least in terms of the goods that mom 
in international trade. This is the sami 
as saying that price levels in terms || 
gold tend to be the same in € 
countries. Any disequilibrium would } 
remedied by international gold floy 
and a mutual adjustment of mone 
supplies, money income, and _ pri 
levels. Although this is an oversimp} 
fication of the automatic character ¢ 
the gold standard, it illustrates the cos 
trol of the quantity of money by aute 
matic — or at least partially - 
— action through the flow of gol 
Under the automatic gold standard 
nation’s price level would vary direct! 
with the inflow and outflow of gold. 
In the 19th century England was tk 
leading exponent of world trade an 
the gold standard, and she was able t 
aid in world stabilization of prices an 
the development of international trad 
Since there were no major wars in tk 
century previous to 1914, the so-calle 
“automatic gold coin standard” becarr 
acceptable to most of the major tradir 
nations. During the century Englar 
stood ready as a great trading natic 
to buy in the low markets and sell - 
the high markets of the world. Englar 
was said to be the international banke 
who channeled the gold reserves | 
credit to nations experiencing lo 
prices and depressions, and away fro 
nations experiencing inflation. 
During World War I most of 1 
major nations sequestered their go 


oe AS 
pe. 
e 


supply within their central banks or 


their treasuries and used it not to re- 
deem currency internally, but to pur- 
shase highly essential goods from other 
ations. Thus, in practice, practically 
Il nations left the gold standard dur- 
ng World War I; the United States 
vas the only major nation that re- 
urned to the full gold standard (gold 
oin standard) after the war. This 
ountry held approximately 40 per cent 
wf the world’s gold supply, and since 
e had a favorable balance of trade 
e did not fear that our gold supply 
vould be drained to other nations. 

- Other major nations found it eco- 
omically undesirable to return to a 
old coin standard, because their gold 
eserves were small and their trade 
alances with other nations were un- 
avorable for several years. In their 
ttempts to economize gold, they used 
+ only for reserves in their central 
yanks and for payments on foreign ob- 
igations. This use of gold for foreign 
xchange only has been called the 
‘gold exchange” standard. It was not 
essentially different from the “gold 
oin” standard in its theory of the use 
x0 gold in monetary management as a 
eserve, but it did economize on gold, 
ince gold could not be hoarded or 
hipped out of the country except for 
gitimate trade obligations. Under the 
old exchange standard, gold was still 
he standard money; it stabilized the 
xchange rates between gold-standard 
sountries and it still flowed between 
iations to settle international balances. 
[he United States aided other nations 
n returning to and maintaining their 
rold standards during the twenties by 
yaking private loans to most of the 
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nations that were short of gold or short 
of dollars. 


World Breakdown of the Gold 
Standard in the Thirties 


Although the United States took the 
leadership in aiding the return to the 
gold standard after World War I, 
world trade was seriously impaired by 
the international war debts and repara- 
tions, and by trade restrictions, tariffs, 
and unstable governments. In 1929 the 
world began to experience a great de- 
pression which brought rapid price de- 
clines, great falls in the quantity of 
money, widespread bankruptcies, and 
breakdowns of trade, both domestic 
and international. 

In this world depression the gold 
standard was unable to stem the fall 
and was considered by many authori- 
ties to be a contributing cause of the 
depression. Some of the nations first 
devalued their gold units, and then 
ceased redeeming their currency in 
gold. By 1933 the United States and 
France were the only major nations 
still on the gold standard; and this 
country abandoned it temporarily in 
that year. Many nations were forced 
from the gold standard because of com- 
mitments to meet foreign obligations 
and the decline in the demand for ex- 
ports. Others thought that remaining 
on the gold standard would cause 
further deflation and depression, or 
would impede their monetary authori- 
ties in adopting monetary policies that 
would aid in raising prices, restoring 
trade, and financing their governments. 

In the United States the depression 
was severe between 1929 and 1934. 
Prices fell almost 40 per cent; millions 
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were unemployed; the national income 
fell almost one-half. Depositors were 
demanding that banks redeem their 
deposits in paper money or coin, and 
the Federal Reserve banks were unable 
to furnish the notes to give 100 per cent 
cash reserve to commercial banks. At 
first there was little demand for gold 
redemption of the notes, but as the 
foreign nations devalued their gold 
units and left the gold standard,. there 
was considerable demand for gold for 
hoarding. Foreign holders of United 
States funds withdrew close to $1.5 
billion in gold from this country in the 
period 1930-1933. The ability of the 
nation to stay on a gold coin standard 
in face of increasing internal and ex- 
ternal drains was doubtful. 

Although we had $4.2 billion in gold 
(40 per cent of the world’s total mone- 
tary stocks), there was only a small 
gold reserve in proportion to total 
money supply. Total deposits of our 
banks had fallen from $52 billion in 
1929 to $37 billion in 1933, but these 
deposits were supposedly redeemable in 
currency which was then redeemable 
in gold coin on demand. The Federal 
Reserve authorities and the Treasury 
were limited in the aid that could be 
given the banks as long as the people 
had the right to ask for gold on de- 
mand. The currency in circulation was 
increased from $4.5 billion in 1929 to 
$5.4 billion in 1933, but this was not 
sufficient to save the banking system or 
to restore trade, prices, and financial 
stability. 

In the hysteria of the depression, the 
desire to hoard notes and gold was de- 
stroying the financial system and the 
general business structure of the Ameri- 


can economy. Bank deposits, the greats 
est portion of our money supply, were 
reduced 30 per cent; this prolonged 
and deepened the depression. 

The United States devalued the 
standard gold dollar from 23.22 grain 
($20.67 per oz.) to 13.71 grains ( ($35 
per oz.) by the “Gold Standard Act” 
of 1934. This act also nationalized alll 
gold and provided that no more gold is 
to be coined, hoarded, 
exported except under regulation of the 
Treasury. Thus, it abolished the gold 
coin standard in that it prevented re- 
demption of paper money internally, 
In practice the Treasury has allowed 
gold to be obtained for industry, the 
arts, and foreign exchange. Hence, this 
country is now on what is called a 
“gold exchange” or “limited gold bul- 
lion” standard. 


imported, or 


Managed Currencies Throughout 
the World 


Most people in the United States 
agree that the fundamental purpose 
of money is to facilitate exchange and 
that a good monetary system must pro- 
vide an adequate supply of money for 
financing expenditures to purchase the 
goods produced, and to maintain high 
employment and an appropriate price 
level. It has been found by many year, 
of experience here and abroad that toc 
much money can cause inflation anc 
that an inadequate supply can cause 
deflation, unemployment, and depres 
sion. The form of the money — gold 
paper, or deposits—is not so importan 
in monetary policy as the quantity o 
the means of payment in circulatior 
and the availability of more mone 
when needed. The forms of money ar 


: 
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important only as they aid in the func- 


fioning and the management of our 
monetary system. 

Study of monetary history of the last 
century reveals that the nations of the 
world have been forced to exert greater 
management of their money systems as 
s0pulations have grown, as specializa- 
ion and trade have become more com- 
lex, and as the private and public 
ystems of finance and debts have be- 
some increasingly important in the 
economy. Any breakdown in our mone- 
ary system can bring unemployment, 
leflation, and disaster to our nation. 
Any policy that places too little or 
oo much money in circulation can 
ave serious repercussions on produc- 
ion, trade, prices, and the distribution 
sf the national income. 

Wars and threats of wars have be- 
ome so much a part of modern life 
hat it is necessary to take them into 
iccount not only in the Federal budget, 
yut also in production and monetary 
management. For all practical pur- 
yoses, we are forced to think of the 
resent economy and monetary system 
vith a view. toward its functioning in 
oth war and peace. 

Practically all nations of the world 
ave abandoned the theories of auto- 
natic monetary management, and 
lave adopted the principle that human 
Aanagement which takes some account 
f existing conditions is inevitable, and 
hat some governmental agency or 
gencies must assume the responsibility 
f managing the currency in line with 
he best policies for production, em- 
loyment, and fairness in distribution 
f the national income. 

Since we are managing our money 


at the present time while on a “gold 
exchange” or “limited gold bullion” 
standard, two major questions are often 
asked: (1) What functions does gold 
now perform? (2) Would these func- 
tions or more desirable functions be 
performed better if we should return 
to a gold coin standard? 


Present Functions of Gold 


At the present time gold is used pri- 
marily as a reserve for our circulating 
money and as payment for goods pur- 
chased abroad that are not paid for by 
exports. The Federal Reserve banks 
must keep a 25 per cent gold reserve 
in the form of gold certificates for 
those liabilities which consist of Federal 
Reserve notes and the required deposits 
of member banks. Since the banks are 
not fully loaned up, however, gold 
reserves do not determine either the 
total money supply or the monetary 
policy. Under the law gold can only 
place a limit on Federal Reserve la- 
bilities; but these liabilities do not even 
approach the limit today. The limit is 
theoretically about four times the Sys- 
tem’s gold reserve; actually it is a little 
less, because of the need for some till 
money. As the ratio of gold reserve to 
Federal Reserve liabilities is now 56 per 
cent, the Reserve authorities are setting 
policies well below the legal limit. 

By introducing deliberate manage- 
ment through central bank policies, 
treasury policies, and other methods of 
monetary control, the monetary au- 
thorities have greatly modified the 
effects that gold flows have on the total 
money supply, while still remaining 
nominally on a gold standard. They 
can bury the incoming gold and not 


allow it to increase the total volume 
of money, and they can release the 
buried gold for outflow to prevent con- 
traction of the money supply. The 
central banks can increase or decrease 
notes in circulation and the reserves 
of member banks by deliberate action, 
and thus influence the total volume of 
our money supply, and the availability 
and price of money. 

Between 1934 and 1940 our gold 
supply increased from $8 billion to $22 
billion, or 175 per cent. In that period 
the total deposits and currency in cir- 
culation were increased by less than 
60 per cent. During the war and post- 
war period 1940 to 1949, gold sup- 
ply increased from $22 billion to $24.5 
billion, or only 15 per cent, whereas 
total deposits and currency increased 
from $73 billion to $168 billion, or 130 
per cent. 

Similarly, various governmental pro- 
grams have affected the distribution of 
gold throughout the world as a matter 
of policies other than those relating to 
economic adjustments. We have been 
purchasing gold at $35 per ounce, not 
because we need the gold for our own 
use but to let other countries meet their 
dollar obligations. As their gold re- 
serves and their dollar balances were 
drained off, we instituted a foreign aid 
program in the.form of loans and the 
Marshall Plan; this permitted them to 
retain some of their gold reserves. 

The major market for gold is the 
United States, because most of the 
nations of the world wish to purchase 
goods here and they are short of dol- 
lars. The price of gold in some sections 
of the world commands a premium 
over the United States price, but this 
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These premiums are paid because 
the desire to hoard gold, or in hope of | 
a rise in the price of gold, or for black-) 
market or other transactions prohibited 
by their own governments. | 

Federal Reserve policies and Treas= 
ury policies were not determined by the 
gold inflow in the thirties. Further= 
more, the great increase in money sup 
ply during the war period, resulting 
from war financing, was not restrained 
by the gold reserve. In short, monetary 
management has not been greatly in- 
fluenced by gold reserves for the Past 
fifteen years. 


Should We Return to a Full . 
Gold Standard? | 


The major arguments for returning 
to a gold coin standard are: 

(1) We would have an honest and 
sound money, in that it would be re- 
deemable in gold. 

(2) Control of the public purse 
would revert to the people where it 
belongs; government expenditures and 
taxes would be reduced; and our march 
toward socialism should be arrested. 

(3) There would be an increase in 
confidence in the future, and savings, 
investment, production, and employ- 
ment should expand. 

(4) Exchange rates would be fixec 
and foreign trade and investment: 
should open up and expand. 

The soundness of any currency is it 
buying power. If its purchasing powel 
remains relatively stable, it command: 
approximately the same volume o 
goods and services, and it is a soun 


- dollar and an honest dollar. The valu 


f our money is not determined by the 
old price of $35 per ounce, but by 
ie goods and services it will buy. Gold 
mained at that price during the 
rties, and we had over 100 per cent 
flation in wholesale prices. Although 
1 an international market we set the 
rice of gold at $35 per ounce, the real 
alue that other nations will place on 
e dollar will be its purchasing power 
goods and services. 

In the past, gold did not prevent 
ide price fluctuations. From 1929 to 
33 the paper dollar was redeemable 
2 gold coin, yet prices fell some 40 per 
nt. This was not a sound or honest 
collar from the viewpoint of the debtor 
roups, the unemployed, the farmer, or 
usiness. In the period 1940-1950, 
vholesale prices rose by more than 100 
er cent. This was not a sound or honest 
ollar to the fixed-income groups, cred- 
tors, and others that lost real purchas- 
ag power by the price rise. 

| If we redeem our paper money in 
old coin or bullion, would that make 
-sound or honest dollar? The major 
roblem of making a sound dollar is to 
reate the proper amount of currency 
nd deposits so as to keep the money 
upply in line with production and thus 
qaintain relatively stable prices. But 
his cannot be done without maintain- 
ag employment, incomes, and purchas- 
1g power. 

The total money supply of the 
Jnited States at the present time is 
pproximately $168 billion ($28 bil- 
on in circulating money and $140 bil- 
on in bank deposits). The gold reserve 
_ approximately $24.5 billion. Even 
ith two-thirds of the world’s supply 
f gold, we still have a gold reserve of 
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only one-seventh of our total money 
supply. If we allow people to withdraw 
gold on demand, any hysteria or panic 
could cause a run on our gold supply 
and the Federal Reserve banks might 
be forced to contract the total currency 
and deposits, which could force us into 
a severe depression. This condition was 
the major reason for our leaving the 
gold coin standard in 1933. 

When most of the present arguments 
for gold redemption are analyzed, they 
seem to come to one major point — 
that it will prevent the government and 
the monetary authorities from issuing 
too much money, primarily through 
deficit financing. We have passed 
through a period when deficit financing 
for war purposes has caused inflation, 
but to go to the opposite extreme and 
provide a system that might result in 
extreme deflation or panic is not a logi- 
cal answer to monetary management. 

In the past twenty years we have 
learned that deficit financing by the 
government in a period of inflation is 
undesirable, whereas deficit financing 
in a period of deflation can be a sta- 
bilizing factor for the economy. It is 
true that deficit financing during the 
recent war produced some war and 
postwar inflation; but the expenditures 
were expedient and Congress did not 
consider attempts to balance the 
budget feasible. 

Treasury policies of a balanced or 
unbalanced budget, just like borrowing 
and repaying by private industry, or by 
state and local governments, result in 
the creation or destruction of bank de- 
posits. Treasury policies should be co- 
ordinated with monetary policy, and 
Congress should weigh all taxes and 


spending as to their effects on mone- 
tary policy and the “whole economy. 
The right and the power of the people 
to control government finances and 
monetary policy lie in their power to 
control Congress. 

Our constitution places the respon- 
sibility for monetary management on 
Congress. Congress created the Federal 
Reserve System to issue money and to 
supervise the creation of bank deposits 
by the commercial banks, not relin- 
quishing, however, its own power to 
determine government programs. Aside 
from this, the Federal Reserve banks 
are the agency of Congress to control 
the supply, the availability, and the 
price of money. The Federal Reserve 
System is entrusted with the power to 
manage the monetary system for the 
best interest of all the people. To allow 
people to withdraw gold on demand 
might deprive the Federal Reserve 
banks of their flexibility to maintain 
and expand the volume of money, and 
would allow panic to destroy the power 
of the central banks to manage the 
money supply. It is precisely in the time 
of panic that we need an adequate 
money supply, so that business can con- 
tinue to operate. 

From the viewpoint of business de- 
cisions, the availability of money may 
be more important than its existing 
volume. To operate efficiently, business 
must have assurance that it can obtain 
funds when it requires them at a price 
in line with profit expectations. The 
ability of the Federal Reserve banks to 
influence the availability and price of 
money can be a strong prop under our 
economy in a time of depression, and in 
a period of peacetime inflation it can 
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of sales and profits. 
can be supplemented by the assurance 
of a stabilizing money supply. 


for reserves upon which to expanq 
bank deposits when needed by business: 
They also depend upon the F ode 
Reserve banks for money when people 
demand cash for their deposits. To re- 
turn to a gold coin standard would no 
aid the functioning of the commercia 
banks; it might, on the contrary, seri 
ously limit the powers of the Feder, 

Reserve banks to aid them in a time 0 
panic similar to the period from 192§ 
to 1933. | 

Obviously, it would be good for in- 
ternational trade and investments te 
have stable exchange rates. But stable 
exchange rates cannot be achieved 
without stable prices, stable trade, and 
stable governments in the trading 
nations. Our foreign trade policy and 
our aid to other nations at the present 
time are directed, we hope, toward the 
achievement of these purposes. The 
International Monetary Fund is en. 
deavoring to stabilize exchange rate: 
and to aid other nations in returning 
to a gold standard, at least for inter 
national trade settlements. 

If other nations could stabilize thei 
prices, increase their exports to equa 
their imports, and lower tariffs and ex 
change restrictions, exchange rate 
would become stabilized and we woul 
be able to reduce foreign aid and plac 
our exports and imports on a trad 
basis. Once this was accomplished, w 
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uuld again use gold both for an inter- 
itional standard and for settling 
ternational balances. This would en- 
urage foreign investments and _re- 
It in increased world production and 
orld trade. The question about all 
is is whether or not other govern- 
ents are in a position to make such 
jjustments. It is a process that will 
ke some years, even if all cooperate 
the attempt to establish such con- 
tions. 

What kind of policy here would fa- 
litate this? Probably it would come 
osest to being achieved if the United 


States could continue prosperous and 
maintain a relatively stable price level. 
At the present time the dollar of 13.71 
grains of gold practically sets the world 
standard. Our postwar inflation seems 
to have reached its peak in 1948. 
Monetary policy should now be di- 
rected toward preventing ruinous de- 
flation and depression as well as toward 
controlling further inflation. A return 
to a gold coin standard would not aid 
in monetary management for this pur- 
pose; it might even prove to be a 
serious backward step in monetary 
management. 


The Illinois Waterway 


Nina T. HAmMRick 
Formerly Assistant Mineral Economist, Illinois Geological Survey 


THE ILLINOIS WATERWAY has again 
come into the limelight as the vital 
link in our great inland waterway 
system. 

The facilities for water transporta- 
tion were the greatest single factor in 
the early development of the Chicago 
area. Although Chicago has long been 
noted as the greatest rail center in the 
country, strangely enough it was her 
strategic position with regard to water 
transportation that made this possible. 
Early in the history of the area it was 
recognized that the only barrier to a 
through water route from the Great 
Lakes to the Gulf of Mexico was the 
comparatively short portage between 
the Chicago and the Des Plaines rivers. 
With the completion of the Illinois and 
Michigan Canal in 1848 this barrier 
was eliminated, and for a time trans- 
portation needs were adequately served. 
Thus Chicago, at the junction between 
lake and river traffic, early became a 
natural center for both rail and water 
transportation, and each in turn made 
possible the increased development of 
the other. 

In 1948 there was celebrated the 
hundredth anriiversary of the arrival 
in Chicago of the first boatload of 
downstate farm products over the then 
newly completed Illinois - Michigan 
Canal. The opening of this canal di- 
verted to Chicago markets trade that 
had previously gone downstream to St. 
Louis, and helped to launch Chicago 
on a period of industrial expansion. 

The first railroad in Illinois was built 


in 1840 from Jacksonville to Meredosis 
to connect outlying central Illinois 
farms with the new waterway. A shor 
time later it was extended eastward 
from Jacksonville to Springfield to ina 
crease the area served. In time, how; 
ever, railroads all but supplanted trafic 
on the Illinois. In 1933 the completion 
of the Illinois Waterway — successor t¢ 
the Illinois-Michigan Canal — revived 
interest in water transportation so thay 
traffic on the Illinois has increased ten 
fold. Since its completion, the Illinois 
Waterway has been maintained ane 
operated by the United States Army 
Engineers as a toll-free water route be- 
tween the Mississippi River and Lake 
Michigan. 

Hitherto the bulk of traffic on the 
Illinois Waterway has passed througk 
the Chicago River-Sanitary Cana 
branch, which provides access to Lake 
Michigan through Chicago Harbor 
This branch has long served the whole. 
sale and retail centers, railroad yards 
public utilities, and industries in the 
downtown Chicago area through whicl 
the Chicago River flows. 

The Calumet-Sag branch, which ha 
so far remained relatively unimportant 
flows through an undeveloped area it 
South Chicago which has large potenti 
alities for future industrial expansion 
Further development of this section o 
the Illinois Waterway will largely de 
termine the position which Chicago wi 
hold in future world commerce. 

An understanding of the part playe 
by the Illinois Waterway in the deve! 
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pment of this area, and of its poten- 
alities in the future status of Chicago 
s an inland port, is necessary in déter- 
uning its economic significance. 


Description of the Illinois Waterway 


The Illinois Waterway, as shown in 
Map 1, comprises the following di- 
sions: (1) the Illinois River from 
is junction with the Mississippi at 
srafton, Illinois, to Lockport (291.1 
ules) ; (2) the Chicago Sanitary and 
hip Canal (or Chicago Drainage 
anal) from Lockport to Damen 
enue, Chicago (30 miles); (3) the 
outh Branch of the Chicago River 
rom Damen Avenue to Lake Street 
4.5 miles) —a total distance of 325.6 
ules —; and (4) the alternate course 


through the 


Calumet-Sag Channel, 
from its junction at Lemont with the 
Chicago Sanitary and Ship Canal to 
Blue Island and the Little Calumet and 
Calumet rivers to Turning Basin No. 5 
(23.8 miles), making a total distance 
of 327.3 miles from its mouth at Graf- 
ton to Turning Basin No. 5. 

‘The bridge 
ranges from 50 to 114 feet; in several 
places in the upper Waterway the ver- 
tical clearance is less than 20 feet, re- 
stricting to boats that can clear 17 feet 
traffic that might otherwise go as far as 
Lockport with a draft of 20 to 21 feet. 
There are 88 highway bridges and 36 
railroad bridges between the Lake and 
Lockport. 

There are seven locks on the Illinois 


horizontal clearance 


Map 1 
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River: La Grange (8 miles below 
Beardstown), Peoria »(4 miles below 
Peoria), Starved Rock (at Utica), 
Marseilles, Dresden (at Morris), Bran- 
don Road (at Joliet), and Lockport. 
Each of these is 110 feet wide and 600 
feet long, capable of handling a tow 
consisting of a towboat and eight jumbo 
barges. There is also a lock on the 
Calumet-Sag Channel at Blue Island 
which is 50 feet wide and 360 feet long. 

The Illinois Waterway provides a 
navigable channel from Lake Michigan 
to the Mississippi River having a con- 
trolling depth of 9 feet at extreme low 
water and a diversion of 1,500 cubic 
feet of water per second from Lake 
Michigan through the Chicago Sani- 
tary and Ship Canal. 

At Peoria, the largest city on the 
river, there is a modern river-rail 
municipal public terminal, which was 
opened in 1931, with an available 
frontage of 1,100 feet. The dock house 
is equipped with an escalator capable 
of handling 1,000 tons a day. There are 
grain elevators available at many points 
between Grafton and Morris and two 
grain conveyors at Peru for loading 
grain directly into barges. One of the 
elevators was completed last year at 
Hennepin. Another will soon be com- 
pleted and in operation at Lacon. 
Private coal-loading terminals are lo- 
cated at Liverpool, and 
Copperas Creek, and there are coal- 
unloading terminals at Meredosia, 
Havana, the mouth of the Vermilion 
near La Salle,-and Ottawa. Below the 
Peru highway bridge, the Marquette 
Cement Company has installed an air 
compressor and pipe system for loading 
barges with cement by the pneumatic 


Havana, 
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process. Sand and gravel plants aa 
located at Chillicothe, Joliet, Kingstom 
Lake, and Ottawa. A new petroleum 
products terminal to service the Peru 
Rockford pipeline was completed late 
in 1947. A barge construction yare¢ 
with launching ways, located at Seneca. 
was the center of much activity during: 
the war years. H 

Sand, gravel, oil, and gasoline ares 
shipped from Lockport on the Chicago: 
Sanitary and Ship Canal, and petro- 
leum products and stone from Lemont. 


( 


Bulk petroleum terminals are locate 
at Forest View and California Avenue 
in Chicago, and there is an industria 
chemicals terminal at Laramie Avenue 
in Stickney. At Western Avenue, Chi- 
cago, bulk and package freight is han- 
dled through the North Pier River 
barge terminal. The state of Illinois 
maintains a terminal, including a 
1,500,000-bushel grain elevator, at Da- 
men Avenue in Chicago, on the South 
Branch of the Chicago River. Two 
sand and gravel distribution yards are 
located on the Calumet-Sag Channel. 
A crude-oil unloading terminal is lo- 
cated on the Little Calumet River at 
Riverdale, just upstream from the june: 
tion with the Sag Channel. 


Traffic on the Illinois Waterway 


Traffic on the Ilinois Waterway ha 
steadily increased since 1935, when i 
amounted to 1,695,120 net tons, t 
over 11 million toris in 1948, as the tab 
ulation at the top of next page shows 

The rate of increase, particularl 
since the war, is evidence of the grow 
ing importance of this waterway as | 
means of transportation. When in 193: 
a prediction was made that withi 


4 Tonnage Year Tonnage 
Be. .15695,120 1942. . 6,790,041 
136. ..2,171,374 1943... 6,445,373 
137...3,690,521 1944.. 7,803,577 
eo. ..4,446,513 1945... 6,590,939 
fe... .9,000,/40 1946.. 6;913,721 
BO. ..9,729,356— 1947. .10,126,243 
Be. ~.6,/35,657 1948. .11,250,000* 


* Preliminary. 


venty years traffic carried by it would 
nount to 10 million tons annually, 
was considered fantastic. Yet within 
urteen years (1947) that figure was 
ached, and it was exceeded by more 
an a million tons in 1948, according 
estimates by the Army Engineers. 

The principal commodities shipped 
1 the Illinois Waterway are coal, sand, 
vel, stone, cement, gasoline, fuel oil, 
ain, sulfur, sisal, and steel products, 
hich are adapted to bulk handling. 


THE ILLINOIS WATERWAY 


27 


‘Considerable package freight (less than 
carload lots) is handled by the Federal 
Barge Lines. Table 1 gives for the years 
1945, 1946, and 1947 the tonnages of 
various commodities transported by the 
Waterway between Chicago and Graf- 
ton. 

Chart 1, which shows graphically the 
volume of freight traffic shipped over 
the Waterway from 1936 to 1947, indi- 
cates the important place which fuels 
have held since the beginning of Com- 
monwealth shipments of coal in 1937. 
Sand and gravel, and grain shipments 
have also held a prominent place and 
are showing the greatest percentage in- 
crease. Thus far, shipments have con- 
sisted largely of raw products, since the 
Illinois Waterway flows through the 
heart of the nation’s richest and most 
productive area of farm products and 
mineral wealth. These in turn have 


TABLE | 


TOTAL FREIGHT TONNAGE ON ILLINOIS WATERWAY BETWEEN 
CHICAGO AND GRAFTON, BY PRINCIPAL COMMODITIES 


(Short tons) 


Commodity 


BPATTTTOUSKC OAL EE. ear) vec coin sae hee et 
PVielvand Sands... osc0 cue ess 2) ho sa 8 en 


' HWIGSES 200 Biey Sk ce Sot tO ORE Cre ener 
meand-stecl, fifthiclass...5 cc eee wat oe 
yne, broken, ground, crushed and limestone 
per, newsprint and printing............. 


BP COES OY Clini ayaicps ee Paratiane taccbalete state grees 0% wicteve 
ER UESTLICH A pat Che ee ete aasieriey for ale 6 = 


19478 1946 1945 
4,228,114 3,143,286 3,629,120 
1,606,797 1,213,669 742,730 

736,508 693,178 440,255 
852,937 540,782 440,888 
242,067 341,395 480,336 
594,195 295,927 173,344 
115,879 99,473 91,037 

63,315 83,200 54,144 

52,303 56,109 46,426 

30,448 55,093 34,981 

37,017 54,370 24,094 

56,488 48,434 107,974 

59,149 30,747 90,354 

29,892 27,285 27,049 

2,103 23,171 12,341 


Source: Corps of Engineers, U. S. Army. 
® Preliminary and subject to revision. 
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CuarrT 1 
FREIGHT VOLUME ON THE ILLINOIS WATERWAY, 1936-1947 
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de possible an industrial expansion 
ich, as time goes on, is likely to play 
increasing role in shipments down- 
sam to New Orleans for transfer to 
ntral and South America. 

Recent data available are prelimi- 
y figures, released by Colonel Wen- 
1 P. Trower, Chicago District Army 
sineer, for shipments on the Illinois 
iterway for January-June, 1948, 
ich list total traffic through the 
undon Road lock at Joliet as 300,000 
is greater than during the corre- 
nding 6-month period of 1947. At 
ria the increase was more than 
),000 tons. Preliminary figures for 
(8 show total traffic through the 
ekport lock to have been 8,304,149 
s and through the La Grange lock 
Beardstown, 3,766,665 tons. Barge 
fic on the Calumet-Sag Channel in 
L8 exceeded 2,000,000 tons of bulk 
ight, although the capacity of the 
innel for efficient barge operation is 
y 1,000,000 tons. 

4 comparison of traffic through the 
icago and South Chicago ports 
able 2) shows the relative impor- 
ce of the two ports since 1936. 
affic at Chicago includes. all that 
idled over docks in Chicago Harbor, 
Chicago River, and the Chicago 
ainage Canal east of its junction 
h the Calumet-Sag Waterway. Traf- 
‘at South Chicago includes all that 
led over docks in Calumet Harbor, 
Calumet River, and the Calumet- 
* Waterway. Movements within any 
: of the ports are counted once only, 
lat point of receipt. 

Jinety percent of the traffic through 
Calumet Harbor is receipts con- 
ing of iron ore, coal, and fluxing 


TABLE 2 


RECEIPTS AND SHIPMENTS BY 
WATER THROUGH CHICAGO 
AND SOUTH CHICAGO 
PORTS, 1936-47 


(Millions of short tons) 


: South 

Year Chicago Chicago 

19S G Warren ccs ct. 2.9 12.0 
UB eee open tora cheat iSfethe id 3.8 15.6 
193 Sine eeat odie setae 4.6 8.8 
1 OS UEIGS piescienci cee eee Dial 11.6 
LAO ca cripoiaatessias- eter ene Dell 14.8 
LOA rear ncaeiremhasede tia 6 5.6 16.9 
OAS eet ct arate este 550 16.7 
SIHIOE craks Pre aeotn Peco: 4.2 iL sil 
LOA A retort yateete ah aie 2 SEO 18.6 
SDS B cura cece aces ene 4.7 1575 
LOA OR. ais <n sees Giese i Sel i)59) 
LOY Te eS erent U6) I) 


Source: Corps of Engineers, U. S. Army. 
® Preliminary and subject to revision. 


stone for blast furnaces. Grain is the 
principal product being exported, 
although steel products are gaining in 
importance. The bulk of traffic coming 
into the upper Illinois Waterway today 
is restricted to the Lake Michigan area 
alone by the lack of sufficient vertical 
and horizontal bridge clearance on 
both the Calumet-Sag Channel and the 
Chicago Sanitary and Ship Canal, 
and by the shallow, narrow channel 
and numerous curves of the Calumet 
Sag. 

Coal. The bulk of coal traffic on the 
Illinois Waterway consists of shipments 
of the Commonwealth Edison Com- 
pany from mines in Christian and 
Sangamon counties via the Chicago 
and Illinois Midland Railroad to Ha- 
vana, and thence by barge to four of 
its Chicago plants which are accessible 
to unloading docks on the Illinois 
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Waterway. The volume of such ship- 
ments often exceeds 3 million tons a 
year and accounts for most of the coal 
used at the four stations. 

The barges used for these shipments 
are 195 feet long and 35 feet wide; 
each holds approximately 1,250 tons 
of coal. They are taken upstream in 
groups of six or eight securely lashed 
together with steel cables, so that the 
tow becomes a single large unit with 
the towboat pushing rather than pull- 
ing. Tows of this size cannot be ac- 
commodated in locks only 600 feet 
long. This fact necessitates a jack- 
knifing process wherein three barges 
are loosened and rearranged to form 
a unit of three barges across and two 
lengthwise. When the lock is filled, the 
process is reversed and. the tow pro- 
ceeds as before. 

The barges are brought as far as 
Joliet in these large units and there 
broken up into smaller units of two to 
four to facilitate navigation on the 
canal, with its sharper curves and 
numerous bridges. The trip from Ha- 
vana to Joliet requires about 48 hours 
and is made without a stop. The boats 
travel upstream at about four miles an 
hour and downstream, with empty 
barges, at about eight miles an hour. 

In 1947 the Fulton-Peoria district 
shipped over the Illinois Waterway 
more than 800,000 tons of coal, over 
150,000 tons of which reached the Chi- 
cago market. More than 273,000 tons 
moved upstream to plants at Ottawa 
and La Salle. Approximately 244,000 
tons were shipped from the area down 
the Illinois and up the Mississippi to 
plants at Keokuk, Linwood, Clinton, 
and Dubuque, Iowa. Some additional 


coal moves by truck to Liverpool an 
thence by barge over the Iling 
and Mississippi to Alma, Wisconsin, ar 


pany has built a new dock, which 
greatly increase consumption in 
La Salle district. 


shipped dowristcaen to the new pows 
plant at Meredosia, but none has bee 
shipped there by barge since that yea 
That plant is expected eventually 4 
consume at least 320,000 tons of coal 
year. Another power plant of simi 
size at Havana is practically complete 
and used 172,000 tons of coal in 194 
Coal for this power plant, moved } 
barge from the Liverpool terminal ; 
Fulton County, is shipped downstrea; 
in barges holding about 876 tons eae! 
By means of a highly mechanized t 
loading system each of these is cup 
at the Havana plant in less than for 
hours. 
Petroleum and petroleum produc. 
Chicago is one of the great petroleu 
refining centers of the world. The cor 
bined interests of the eight la 
petroleum companies located near Ck 
cago make the industry one of 
largest in that area. Besides maintai 
ing some of the world’s most compl 
petroleum research laboratories, the t 
fineries in the Chicago area have 
combined capacity of 418,000 barr 


a day. : 

Thus, much of the petroleum tral 
on the Illinois Waterway is in this ar 
where large quantities are shipped o 
by barge to and through the La 


ports, chiefly from the refineries — 
Lockport and Lemont, which 2 
located directly on the Waterway. 
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Late in 1947, the Wood River Oil 
d Refining Company, Inc., com- 
ted a project which has greatly in- 
ased the tonnage of gasoline and 
1 oil shipped on the lower Illinois 
ver. The project included a water 
minal at Peru and a 67-mile pipe- 
¢ from Peru to Rockford. 

[n several respects this marked an in- 
vation in pipeline construction and 
eration that is important to the Illi- 
s Waterway: 

(1) Success in such an undertaking 
not limited to the large integrated 
npanies. 

H) Ihe pipeline begins, not at a 
mery, but at a river terminal, thus 
ming up an entirely new field in 
ter transportation of petroleum and 
roleum products. 

3) The pipeline goes into a terri- 
y hitherto largely dependent upon 
transportation for petroleum prod- 
S. 

4) The territory entered is not a 
ye center of population. 


fhe two pumps at the Peru terminal 
capable of moving petroleum prod- 
at the rate of 7,000 to 8,000 bar- 
_an hour. Some of the barges are 
vided with pumping equipment 
ich makes it possible to unload three 
ts at the same time. The mooring 
s are built sufficiently high to take 

of unloading at any flood level on 
ord. Barges of any size can be un- 
ded. The products which are stored 
tanks at the Peru terminal are 
ped into the 8-inch pipeline ex- 
ing 67 miles northward to the 
skford terminal. Except for a short 
iod of extremely cold weather — 
lom exceeding thirty days — this 


channel is open throughout the year. 

Certain petroleum products have for 
years moved by barge from the Mis- 
sissippi River, either to Peoria or into 
the Chicago area. However, most of 
the tonnage on the Illinois Waterway 
originates at the refineries at Lockport 
and Lemont and moves out by barge 
to Indiana Harbor and other Lake 
ports. 

After completing a study of twenty- 
three terminals on the Illinois Water- 
way, a Midwest barge operator 
concluded that barge deliveries of pe- 
troleum products could be speeded up 
by approximately 10 percent through 
improvement of terminal and service 
facilities, which would also permit 
lowering of river transportation rates. 

Chief among the needed improve- 
ments is the installation of larger and 
faster unloading equipment. Most of 
the terminals are now equipped with 
6- or 8-inch unloading pipes and 
pumps correspondingly small. It is sug- 
gested that if these were replaced with 
10-inch pipes and corresponding pumps 
the unloading time could be reduced 
from the present 10.6-hour average 
to about four hours. This would mean 
a saving of nearly 40 hours for a 
10,000-barrel barge. 

The two newest and most efficient 
terminals on the Illinois are those of 
the Ohio Oil Company at Hartford 
and the Wood River Refining Com- 
pany at Peru, which was described 
previously. These require about five 
hours to unload a 10,000-barrel barge. 

Grain. A total of 34 million bushels 
of grain, of which nearly 30 million 
bushels was corn, was shipped on the 
Illinois Waterway in 1947. During the 
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first eleven months of 1948 grain ship- 
ments reached nearly 33 million 
bushels, indicating that 1948 shipments 
probably exceeded those of 1947. If 
barge operators had not been handi- 
capped by an insufficient number of 
barges, even more grain might have 
been transported on the Waterway. 

This problem which confronts barge 
operators is being partly solved by the 
building of grain elevators along the 
Illinois Waterway. The very nature of 
grain shipments normally involves 
throwing a tremendous supply on the 
market for a brief period each year. 
This necessitates a far larger fleet of 
barges for that period than is economi- 
cal for the barge operators, unless they 
can be diverted to other types of ship- 
ping or other commodities during the 
rest of the year. Water-side grain ele- 
vators enable the barge operators to 
extend the period of grain shipment so 
that they can adequately handle far 
larger quantities. 

The fact that several elevators have 
recently been built along the Illinois 
Waterway, and that others are being 
planned, indicates long-range proba- 
bilities for grain shipments by barge. 
Some of these elevators are served by 
railroads, whereas others must depend 
on trucking for their grain supply. 

The Supreme Court decision of early 
1947 in the Mechling case, which pre- 
vents Eastern railroads from charging 
higher rates on ex-barge grains from 
Chicago than on grains which had 
moved into Chicago by rail, has been 
an important factor in the increase of 
grain shipments on the Illinois Water- 
way in the summers of 1947 and 1948, 


| 


24 


as well as in the building of clevato 
along this water route. . 

Iron and steel products. Recent it 
creases in rail rates have given th 
steel industry reason to explore th 
field of water transportation careful 
In considering the Illinois Waterwe 
from the standpoint of steel shipment 
it must be recognized that Chicago 
440 miles nearer New Orleans by wat 
route than Pittsburgh, the other ore; 
steel center, is. Another factor is th 
number of locks involved; there are 
on the Chicago-New Orleans route ar 
48 on the Pittsburgh - New Orleai 
route. 

At present, the chief difficulty i 
in the fact that along the [Illine 
Waterway few steel shippers or col 
sumers can unload directly to or fro; 
barges. Much of the saving resultit 
from barge transportation is therefo 
lost because of the additional rail shy 
ment at one or both ends of the lin 


Comparative Rate Structure: 
Water and Rail 


It is very difficult to analyze the cor 
parative costs of water and rail trar 
portation. Rates on carload lots ha 
dled by the Federal Barge Lines (U. 
government-owned) are about 20 pe 
cent below all-rail rates for the san 
shipments. Logically, private bar 
lines in general have similar rat 
However, a more careful check of t 
rate differential brings to light nume 
ous factors that discourage any su 
simple analysis. First of all, the comf 
tition between rail and water transpc 
tation is extremely keen and is nat 
rally attended by rate adjustments | 
competitive hauls considerably bel 


THE ILLINOIS WATERWAY 


lose On comparable noncompetitive 
auls. These are commonly referred 
» as “water-compelled” rates. 
Furthermore, much of the water 
ansportation is handled by private 
ontract, the rates depending to some 
<tent on distance and the volume of 
siness involved and the amount of 
ompetition. The recent advances in 
ul rates have increased the rate dif- 
rential between water and rail traffic 
» the point where enough traffic has 
cen transferred to water shipment to 
ause the railroads no small concern. 
nother factor adding to the rate prob- 
m is the elimination of the basing- 
oint system. Transportation rates have 
1ddenly become important in deter- 
ining the market area and again have 
aused many industries to turn to water 
ansportation, where available, as a 
eans of extending or holding present 
arkets. 

In brief, these are some of the prob- 
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‘lems involved in the rate structure. In 


general, there is a wide enough differ- 
ential to cause railroads concern and to 
induce many large industries — such 
as Commonwealth Edison, Wisconsin 
Steel, International Harvester, and 
Inland Steel— to use water transpor- 
tation for many shipments. Table 3 
shows comparative rail-barge and all- 
rail rates at present. 


Recent Waterway Improvements 


Buffalo Rock Canal. On July 15, 
1947, there was officially opened to the 
public a new channel cut-off about 
three miles west of Ottawa and just 
east of the Starved Rock lock and dam. 
Map 2 shows the location of this chan- 
nel, cut to straighten the river by elimi- 
nating three dangerous curves, which 
frequently necessitated breaking up a 
long tow. Now eight-barge tows can 
proceed in a comparatively straight line 
with normal speed, ease, and safety, 


TABLE 3 


TRANSPORTATION COSTS ON IRON AND STEEL PRODUCTS 
FROM CHICAGO TO CONSUMING AREAS 


(Dollars per net ton) 


Minimum 40,000 lbs. carload lots 
Minimum 500 tons 
barge loads 
Destination All water (barge) RA ara 
Terminal to oe eg barge All rail 
terminal only aEBe (joint rate) 

MPO ASS pede payseiades acct io $1.27 $ 6.00 $ 6.20 $ 7.60 
BRIS ASMOAC V5, 5 -feceicwan nevis cj eu.snelre 4.18 9.60 none 12.00 
BPA cried Attys tireierAlle 1h 5.30 10.20 none 13.00 
BLE AP OMS pei <setasist et eile) 55.5)! G) ZA 10.00 11.80 
BERT LALS oreo ne apsiie aca te yee. + Pa dois 10.20 10.60 12.60 
ton Rouge, New Orleans. . 4.45 13.40 13.60 15.80 
BPSLOU iis cee cae stoxdigie es 6.04 13.60 14.80 15.80 


Source: Interstate Port Handbook, 15th ed., 1948. 


® Tinplate only. 
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Map 2 ; 
THE BUFFALO ROCK CANAL 
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thus reducing the problems of the 
twenty barge lines operating on the 
Illinois Waterway. 

Chain-of-Rocks Canal. Along a 
stretch of the Mississippi, between St. 
Louis and the mouth of the Missouri 
River, is a shallow known as the Chain- 
of-Rocks. This has caused much diffi- 
culty and delay in shipments during 
periods of low water, and has curtailed 
shipments to and from the Illinois 
River, as well as on the Mississippi. 
Map 3 shows the canal, costing 
$14,000,000, which is now being con- 
structed there; it is scheduled for com- 
pletion by 1952 and should eliminate 
many of the hazards and difficulties 
in this area, greatly facilitating the 
shipment of bulk commodities between 


——-—% 
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Chicago and the Gulf. The canal is t 
be 8 miles in length, with a giant loc 
110 feet wide and 1,200 feet long - 
200 feet longer than those in the Pang 
ma Canal. 


New industrial plants. Indicative « 
the expansion of industries which tal 
advantage of water transportation 
the enlargement by the Caterpill: 
Tractor Company of its Peoria plar 
The two new power plants at Havar 
and Meredosia were established 
those cities primarily because it wou 
be easy to obtain coal by barge. A ne 
grain elevator was completed at He 
nepin early in 1948, another at Lac 
this past year, and others are bei: 
planned and constructed along t 
Illinois Waterway. 


: Map 3 
THE CHAIN-OF-ROCKS CANAL 


ISSISSIPPI RIVER CANAL PROJECT 


Barge equipment. In the summer of 
48, the Federal Barge Lines demon- 
cated the latest type of barge equip- 
ent. This is the new integrated tow 
ished by one of the most powerful 
wboats on the river — the first ex- 
riment of the government-owned line 

its rehabilitation of equipment. It 
msists of eleven sections, one long 
oon-shaped bow, three small barges 
50 tons each), one 900-ton barge, 
d five large barges (1,900 tons each) 
us the towboat. The total length is 
200 feet — 225 feet longer than the 
ueen Mary — and the width, 54 feet. 
3 capacity is equivalent to that of 500 
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freight cars, and it is expected to oper- 
ate at approximately ten miles an hour 
loaded, in contrast to the three or four 
miles an hour possible with conven- 
tional equipment. This type of equip- 
ment cannot be used on the upper IIli- 
nois Waterway until an adequate outlet 
to Lake Michigan is provided, un- 
hampered by low and narrow bridges. 


Radar and radio-telephones. Radar 
is becoming an important factor in 
navigation on the inland waterways 
during fog and bad weather, when 
operation is hazardous or practically 
impossible. The Federal Communica- 
tions Commission has allocated a wave 
band for short-wave, short-distance 
radio communication between vessels, 
when they are not more than thirty 
miles apart, and licenses vessels to carry 
radio-telephones. These aids promote 
safety, efficiency, and economy. 


Relation of Chicago to the Calumet 
Area Development of the Illinois 
Waterway 


The Lake Calumet area project 
(Map 4) provides for widening the 
Chicago Sanitary and Ship Canal from 
a point above Lockport to Sag Junction 
to a width of 225 feet and a depth of 9 
feet; widening the Calumet-Sag chan- 
nel from Sag Junction to Blue Island, 
to the same width and depth, and re- 
location of a lock to eliminate the small 
lock now at Blue Island; certain chan- 
nel changes between Blue Island and 
Lake Calumet; improvement of the 
Grand Calumet River to Gary; re- 
placement of the dam above Lockport; 
and alteration and rebuilding of re- 
strictive highway and railroad bridges. 
A terminal at the south end of Lake 
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Map 4 
THE LAKE CALUMET AREA PROJECT 
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Calumet will provide adequate inter- 
change facilities for cargoes and freight 
among railroads, steamship lines, barge 
lines, and motor carriers. 

As shown in Chart 2, traffic through 
the Chicago area ports has totaled ap- 
proximately 50 million tons a year since 
1947, or four times that’ passing 
through the Panama Canal. It has been 
estimated that 40 percent of this 
country’s foreign trade originates in 
the Chicago area. Chicago is the center 
of a region producing vast quantities 
of raw materials used in industry — 
fuels, minerals, and agricultural prod- 
ucts. It has ample manpower for 
converting these raw materials into fin- 


COOK CO. 


ished products and is also the center 0: 
a large consumer market. 

Four foreign flag steamship lines, thi 
Fjell, the Oranje, the Swedish-Ameri 
can, and the Swedish-Chicago, connec 
Chicago directly with European coun 
tries. Other lines are awaiting only th 
provision of adequate harbor and ter 
minal facilities. Direct rail connection 
to all parts of the country, together wit 
truck, air, and water facilities, mak 
Chicago the ideal hub of commerci: 
activities for the country as a whol 
Coastal ports like New York, Balt 
more, and New Orleans to a large e: 
tent act as clearing houses for throug 
traffic, whereas the diverse industri 
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Cuart 2 
COMPARISON OF 
FREIGHT VOLUME ON SELECTED 
WATERWAYS, 1938-1947 
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of Chicago and its hinterland either 
develop or consume much of the ton- 
nage passing through the Chicago area 
ports. 

At the present time, however, the 
trade potential of this area is severely 
curtailed by inadequate harbor and 
terminal facilities to provide inter- 
change among all forms of transporta- 
tion. Also, much of the Calumet-Sag 
channel is not more than 60 feet wide 
und is crossed by numerous restrictive 
highway and railroad bridges which 
imit tows on that branch of the Illinois 
Waterway to one or two barges. The 
mprovements proposed will enable 
‘ows of six to eight barges to serve the 
arge industrial area south of Chicago. 

They will also make this branch, 
ather than the Chicago River branch, 
which flows through the downtown 


metropolitan district of Chicago, the 
chief link between the inland water- 
way system and the Great Lakes. This 
will have the following specific ad- 
vantages: 

(1) It will relieve the congestion in 
downtown Chicago by eliminating the 
necessity of opening numerous bridges 
across the Chicago River, thus inter- 
fering with the development of auto- 
mobile and truck traffic, and eventually 
permit their replacement by fixed 
bridges. 

(2) It will open up a bottleneck in 
trafic not only between the Great 
Lakes and the inland waterways, but 
also between these and rail and truck 
transportation. 

(3) It will open up approximately 
3,000 acres— 1,500 acres owned by 
the City of Chicago —in the Calumet 
area for further industrial develop- 
ment. Both the steel and the chemical 
industries now located in that area are 
expected to expand rapidly upon com- 
pletion of the project. It is estimated 
also that 70,000 feet of water front will 
become available to industries in the 
district. 

(4) Tt lower transportation 
costs by providing easier access to all 
forms of transportation. Chicago is 
served by 22 trunk-line railroads and 
17 connecting belt lines, by more than 
a hundred interstate truck lines, by 
nine major airlines, by 12 steamship 
lines (including the four foreign flag 
lines) giving direct service to Europe, 
and by a barge system connecting with 
the inland waterways and the Gulf 


will 


area. 


How a Family Lived in the 1830's 


Pau D. CONVERSE 
Professor of Marketing, University of Illinois 


THE ECONOMIST, and particularly the 
market economist, is greatly interested 
in the way people live and in how they 
spend their money. Many persons do 
not realize how living conditions and 
the articles and services bought by the 
family have changed during the past 
century. Very few lists of family living 
expenditures are available for periods 
more than sixty or seventy. years ago. 

For these reasons it is believed that 
the detailed living expenses of one 
family in the early 1830’s may be of in- 
terest, especially to students of history, 
consumption economics, .and home 
economics. This listing is compared 
with average figures for Methodist 
ministers in the 1930’s and the food 
expenditures with similar items for 

Birmingham, Alabama, families in the 
winter of 1948. Information as to the 
travel expenses of this family is supple- 
mented by details taken from letters of 
the same period. There is no way of 
knowing how typical these early figures 
are. 

_ The Reverend Amasa Converse pub- 
lished a religious paper in Richmond, 
Virginia, from February, 1827, to 
January, 1839, He was married on De- 
cember 16, 1828. At that time he was 
practically insolvent, as his 1,100 sub- 
scribers were not “half enough to meet 
expenses.” However, by 1831 he had 
increased his circulation to over 3,000, 
which “afforded competent support.” 

From September, 1829, to the sum- 
mer of 1833 Mrs. Converse (my grand- 
mother) kept a detailed account of 


expenditures for food, household opera- 
tion, and medicine; clothing; furniture 
and home furnishings; travel; and do- 
nations. These records show in great 
detail what the family ate, what they 
wore, what furniture they used, and 
the cost of the various items of food, 
fuel, medicine, furniture, clothing, 
household operation, and travel. 

Table 1 shows the expenditures of 
the Converse family for the years 1830, 


1831, and 1832. These amounts were’ 


a 


derived by assembling and classifying” 


the items as found in the original 
family records. The last two columns 
in the table present average figures for 
the three-year period. 

Mr. and Mrs. Converse boarded 
from December 22, 1828, to September 
22, 1829, paying $345 for board, $19.50 
for washing, and $7.10 for medicine. 
Their board amounted to $38.33 a 
month, or $19.17 each. Washing was 
25 cents a week each. As a student in 
Virginia eighty years later, I recall that 
board varied from $13 to $22 a month, 
and a student’s washing cost 25 cents a 
week. My grandparents apparently had 
their own rooms, as they purchased a 
considerable amount of furniture on 
December 30, 1828. 

After setting up housekeeping on 
September 22, 1829, they usually had 
two servants and sometimes a laundress 
by the day. The laundress was paid 25 
cents a day. The servants were at first 
paid by the week ($1), later by the 
month ($3.50), and still later by the 
year ($20 and $27 in 1831). In ad- 
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Tas_e | 
LIVING EXPENSES OF THE AMASA CONVERSE FAMILY, 1830-1832 


1830 1831 1832 Average, 1830-32 
Item P p 

ercent ercent Percent Percent 

Amount of total Amount of total Amount of total Amount of total 
» nny aie ee $381 30 $368 25 $354 31 $367 29 
louse operation... . 4808 38 421 28 438 39 446 35 
Bermiture:. 2... ... 194 15 95 6 49 4 113 9 
Medical care....... 4 by 43 3 24 2 24 2; 
Miothing <=... 6... 141 11 242 16 176 16 186 14 
SS 40 3 196 13 41 4 92 ii 
Bonations: ........- 43 3 81 5 47 4 57 4 

Watch and key..... 54> 4 a Sra 

LGR Rpt 2 ee ee $1,283 100 $1,500 100 $1,129 100 $1,285 100 


® Rent of $250, the amount paid in 1831 and 1832, is included, although the account book 


Joes not show the item. 
> Excluded from the average. 
* Less than 0.5 percent. 


dition, they were given their board, at 
east part of their clothing, and small 
amounts of spending money. 

The record shows from one to three 
s0arders through 1831. The boarders 
were charged between $10 and $15 a 
month. In late 1831 and in 1832 a 
riece made her home with the Con- 
verses, and their expenditures included 
ver food and clothing. With boarders, 
10use guests, and servants it is safe to 
yssume that there was an average of 
ix or seven persons to be fed. 


Comparison of Living Expenses in the 


1830’s and 1930’s 


Classified expenditures of the Amasa 
Jonverse family in 1830-32 are com- 
yared with those of 1,038 Methodist 
ninisters in 1929-31 in Table 2. Allow- 
ng for the fact that Methodist min- 
sters do not pay rent, and for changes 
nm prices over a century, the incomes 


represented are not too far apart. After 
omitting rents from the totals for the 
earlier period, the average annual ex- 
penditures were: $1,035 in 1830-32 
and $1,968 in 1929-31. As the Con- 
verse accounts do not show savings, 
these are omitted from the table. They 
amounted to $357 a year for the min- 
isters in the period covered. 

Food, clothing, house operation, and 
home furnishings and furniture took 
relatively larger proportions of the 
family expenses in the 1830’s than in 
the 1930’s. Foods and household opera- 
tion (including furniture) accounted 
for nearly 65 percent of the Converse 
Probably there 
were more persons to be fed in their 
household, as it included servants and 
boarders. There would likely have been 
less difference in the proportionate cost 
of food for families of the same size. 
At any rate, it is interesting to note that 


family expenditures. 
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TABLE 2 
COMPARATIVE PERCENTAGE DISTRIBUTIONS OF LIVING 
EXPENSES, 1830’s AND 1930's 


Amasa Converse Family® Methodist Ministers> 

Tews 1830-32 1929-31 
hood sea. See ee ers 35.5 25-0 
louse foperationya. tacit tei 0) 3.38 
Furniture and furnishings. . . 10.9 3.44 
IMedicaltcaceay-wa-rrdae icc Di 3eD 
(Clothing gree scares sect 18.0 9A 
SNE Nie Woswogiey someon wooo S29 Sree 
Automobile expense........ Se 1524 
Monations eer eeree rns rere: BED: 9.6 
Miscellaneous s-yreierier Dil 2 


® Percentages based on $1,035, derived by subtracting $250 rent from the 


$1,285 shown in column 7 of Table 1. 


b Pension Progress, March, 1932. Amounts are assumed to cover the three 
previous years, as the period included is not stated. 


© “Gas, light, ice.” 


4 Many parsonages are supplied with furniture. 


e “Vacation, travel.” 
f Excludes donations made by Amasa 


® Includes tuition, books and magazines, amusements, and “‘other.” 2 


even at the lower prices food took such 
a relatively large part of the family 
expenditures in the 1830’s. 


Comparative Expenditures for Food, 
1830’s and 1948 


The average food expenditures of the 
Amasa Converse family in 1830-32 are 
compared with those of 97 Birming- 
ham, Alabama, families (with incomes 
of $3,000 and over) in the winter of 
1948; Table 3 presents the figures. The 
Birmingham sariple was selected be- 
cause the data are recent, and because 
it was felt that the comparison should 
be made with families in some southern 
city. 

Food expenditures recorded for the 
years 1830, 1831, and 1832 amounted 
to $1,102, or an average of $367 a year. 
The Converses had plenty of meat, 
corn and wheat bread, sugar, butter, 


Converse from his editorial office. 


molasses, coffee, sweet and Irish pota- 
toes in season, and at times milk, 
cheese, and eggs. Aside from potatoes, 
they had few vegetables and fruits. 
Listed purchases of such items were 
scattered, and the quantities mentioned 
were relatively small. 

Thus, theirs was a heavy diet; at 
least, it would be so considered today. 
It may be significant that frequent pur- 
chases of seidlitz powders, epsom salts, 
magnesia, and castor oil are listed. 

The Amasa Converse family spent a 
considerably larger proportion of its 
food dollar for meat than does the 
present-day Birmingham family — 41 
cents as compared with 30 cents. Ap- 
parently meat made up a much larger 
part of the diet then than it does today. 

Cereals took about the same propor- 
tion of the food dollar in the two 
periods, approximately 11 cents. There 
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TABLe 3 


COMPARATIVE PERCENTAGE DISTRIBUTIONS OF 
EXPENDITURES FOR FOOD,* 1830’s AND 1948 


foe Amasa Converse Family® Birmingham Sample® 
1830-32 Winter, 1948 

IMeat-rsh, poultry ..525 2... 40.9 29.8 
Grain products 

Bakery s00dSis sae... ra cr Alea 6.7 

Others. Meee on Corre ree S.5) 4.7 

ML Otall trey ie tecat en oe pace 10.6 11.4 

Sugar, syrup, molasses...... IS.) 5)58) 
INT ene er eatin e cytes tess Bea ae 
GRCeS er eee cpa, emenersay css csi 25) 2.3 
BULtCIR eee Reeaters ates 3 8.0 D5” 
@ther fats: and oilsec. =. 2). 4.2 Sy) 
JOS once pena etaeree 1.4 Sn 
Potatoes—sweet and Irish... 1.8 iL) 
Fruits and vegetables—dried Le 1.4 
Fruits and vegetables—fresh 

aNGuGANNEeG: Wa... ec AO ima OH 
Coficemere.c Serre ee she they VS) 
ANGE 3 shel enardict here a aeons 5.4 0.2 
Beverages (Other)ece a.-5 = 7K 1.0 1.9 
Miscellaneous (condiments, 

OO Ne winthcet ilo ieae, a eae 0.6 ihe} 


® Only meals at home are included. 


b Percentages based on $367, the average figure shown in column 7, Table 1. 

¢ Computed from 1948 Food Consumption Surveys, Preliminary Report No. 1 
(U. S. Dept. of Agriculture, November 22, 1948). Figures used are averages for 
families in two income groups—$3,000-$3,999, and $4,000 and over. When the 
decreased purchasing power of the dollar is taken into account, the incomes 
represented are believed to be comparable. 

4 Includes ice cream, evaporated, condensed, and powdered milk. 


e Raisins only. 
f Includes frozen foods. 


is, however, quite a difference in the 
type of products purchased. In the 
1830’s most of the cereals purchased 
consisted of flour and meal, with only 
small quantities of cakes and crackers. 
In 1948, more than half of the cost of 
cereals went for bread and other bakery 
products and a considerable portion 
of the remainder for “breakfast” cere- 
als, macaroni, and spaghetti. Ap- 
parently the per capita purchases of 
flour and meal (in pounds) were two 
and a half or three times as high in 


Grandmother’s home as in the Bir- 
mingham homes of 1948, and it may be 
that more bread is baked at home in 
Birmingham than in most homes in the 
North and West. 

Sugar took a relatively larger part of 
Grandfather’s food dollar than it did 
in the 1948 sample. A considerable part 
of the difference is attributable to the 
higher price of sugar in 1830, as the 
per capita consumption in pounds was 
not a great deal higher. However, the 
per capita consumption of molasses and 
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syrup seems to have been very much 
greater in the 1830 family. The Amasa 
Converses probably ate more sugar 
than most people of that day. 

Milk is much more important in 
1948 than it was in 1830. Part of the 
difference appears to have been caused 
by the lack of a regular year-round 
supply in Richmond in 1830, none 
being purchased in August and Sep- 
tember and little in December. There 
seems to be no doubt, however, that 
per capita milk consumption of urban 
families has increased considerably. 
The proportion of the food dollar spent 
for cheese has changed little. 

Butter was relatively more important 
in the 1830’s, accounting for 8 cents 
of the food dollar as compared with 
3.2 cents in 1948. The per capita con- 
sumption (in pounds) of butter in this 
1830 family was some three times as 
high as in these 1948 families. How- 
ever, when margarine is included there 
is little difference in the per capita 
consumption. There was less change 
in other fats and oils. The principal 
other fat used in 1830 was lard, where- 
as at present salad dressings are also 
important. 

Eggs were a much more important 
food in 1948 than in 1830. A part of 
this difference appears to have resulted 
from the shortage.or unavailability of 
eggs on the market in the late summer 
and fall months in the 1830s. 

Potatoes and dried fruits were of 
about the same relative importance in 
the two lists. 

The Amasa Converses spent rela- 
tively less for coffee and much more for 
tea than did the Birmingham families 
*n 1948. Tea drinking may have been 


more prevalent in the early days, or this — 
may have been a family preference. 

The most significant change in food 
habits and expenditures during the 
period was the great increase in the ~ 
consumption of fruits and vegetables. — 
The proportion of the food dollar going — 
for fresh and canned fruits and vege- 
tables than fifteen 
times. This change is partly accounted 
for by the introduction of the railroad, — 
and later of the refrigerator car and — 
cold storage, which enabled fresh pro- — 
duce to be transported great distances — 
and sometimes stored for months so as — 
to supply the market during the entire — 
year, and partly to the development of — 
canning. ; 


increased more 


Availability, however, is not enough. 
People must want articles that are on © 
the market or they will not buy. The 
construction of heated buildings in 
which people live and work has re- 
duced the number of calories needed to — 
keep up body heat. The introduction — 
of machinery has lessened the amount 
of hard physical labor done by workers, 
further reducing the number of calories 
required. People needed a lighter diet. 
This need was accompanied by a great 
amount of education on the desirability 
of including fresh fruits and vegetables 
in the diet. Relatively little paid ad- 
vertising was used except for citrus 
fruits and apples. The change has been 
rapid since 1900, especially in the years 
just before and just after World War I. 

The great increase in the consump- 
tion of fresh fruits and vegetables has 
marked a revolutionary change in our 
diet. Grandmother made only occa- 
sional purchases of fruits and vege- 
tables. Apparently many of these 
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“purchases served as novelties to add 
“some variety or little “extras” to the 
diet. In 1830 she purchased straw- 
berries, 4 times; peas, once; plums, 
once; cabbage, three times; peaches, 
four times; quinces, once; apples, five 
times; limes, once; lemons, six times; 
asparagus, once; “fruit,” four times; 
“vegetables,” once; watermelons, twice; 
and muskmelons, twice. Probably some 
of these items were purchased when- 
ever they were available. Others may 
have been purchased merely to try 
them; if the family did not like them 
‘they may not have been repurchased. I 
recall that my father would buy almost 
any new food he saw in the store to try 
it, on the theory that “variety is the 
spice of life.” Apparently he learned 
this practice from his mother. 

Summarizing the changes in diet, the 
consumption of meat and bread has 
been reduced and that of fruits, vege- 
tables, milk, and eggs has been in- 
creased. 


Clothing Expenditures 


Clothing took a somewhat larger 
proportion of the family expenditures 
in the 1830's than for the average 
family of comparable purchasing power 
today and about twice the proportion 
of the expenditures of the Methodist 
ministers in the 1930’s. During the 
first half of the three-year period there 
were two members of the Converse 
family to be clothed, but the outlay 
included at least a part of the clothing 
for the servants. During the latter part 
of the period, clothing was bought for 
a young lady niece, and during the 
last few months for an infant. 

It is commonly stated that prior to 
the Civil War shoes were made by local 


cobblers. The frequently listed pur- 
chases of shoes at from $1 to $2 a pair 
in the old accounts suggest that they 
were bought ready-made. Ready-made 
garments for women, it is said, began 
to come into the stores in the last part 
of the nineteenth century. Apparently 
most of Grandmother’s dresses were 
made in the home or by dressmakers. 
However, a few entries, especially for 
the servants, of dresses and not cloth 
suggest that ready-made dresses of some 
types were available in Richmond 
stores in these years. Handkerchiefs 
apparently were more important in a 
woman’s wardrobe in 1830 than at 
present. 
House Operation 


House operation in the Amasa Con- 
verse home took a larger proportion of 
the family income than in present-day 
families — including furniture, one- 
and-a-half to two times the present- 
day proportion. Since they had just set 
up housekeeping they may have bought 
more furniture during these years than 
should be allocated to home operation 
during the period. For the four years 
(1828-32) expenditures for furniture 
and home furnishings were $722, or 
$180.50 a year. Every pot and pan, 
knife and fork was listed. The ex- 
penses for house operation of the 
Methodist ministers in the 1930’s are 
relatively low, owing to the fact that 
parsonages are usually provided with 
furniture. 

It should be noted that no stoves are 
mentioned; the cooking stove was not 
in general use at the time. As they 
kept boarders and paid $250 a year 
rent, they apparently had a large 
house. It stood at Main and Eighth 


44 CURRENT ECONOMIC COMMENT 


streets where the Chesapeake and Ohio 
railroad offices have long been located. 
Cooking, washing, cleaning, and 
making fires were all laborious hand 
operations. The wages of the servants 
seem very low to us, but made up be- 
tween 3 and 4 percent of the total 
living expenses; with board and cloth- 
ing they must have amounted to a 
sizable sum. 
Travel 


Travel has grown in importance and 
takes a much larger slice of family ex- 
penditures than it did in the 1830's. 
The Methodist ministers spent 18.2 
percent for automobile operation, va- 
cations, and travel as compared with 
8.9 percent for trips in the 1830's. Ap- 
parently, the Amasa Converses usually 
walked in- Richmond, as only very oc- 
casionally is an expense item entered 


for local carriage or hack. Out-of-town 
travel was less frequent in the 1830’s, 
but relatively expensive compared with — 
present-day costs. Traveling expenses — 
for the four years— June, 1829, to 
June, 1833—totaled $325.16, an — 
average of $81.29 a year. Travel was — 
commonly by gig, ship, stage, and hack. 
Many trips were made to attend church © 
meetings (Presbyteries); such costs — 
would today properly be considered as — 
professional expenses. A gig to Han- — 
over, for example, cost $2.45 and one ~ 
to Brunswick, $8. A trip to Massachu- 
setts cost $120 and one to Winchester | 
$30. In 1831 the couple visited their — 
childhood homes in New England; a — 
young niece returned to make her 

home with them. The following dates 
and expenses are listed in the account 

of that journey: 


Aug: 3. “Mrs. 'Gonverse, hack to whatiicec.osmeceecieeees $ 1.25 
Aug. 3 Mrs. Converse, Richmond to Longmeadow, Mass....... 23.15 
Aug. 15 Mr. Converse tossame destination. -....-- ..- eee ee 30.47 
Longmeadow to Lyme, N.H. — 2 persons.............. 19°75 
Sept. 6 Lyme to Longmeadow —3 persons..............+..-- 23513 
Sept. 13 Longmeadow to New Haven, Conn.................+s- O23: 
Expense ‘in’ New Havens... 2. te sceet ioe eee 2.50 
Sept. 15° to: New “York oie sec: eee ee eee 6.00 
Expense..in New ‘York. '..J-0 hes oe ate eee 2.50 
Sept.17 to Philadelphia ...%.....:ce eet ee 10.00 
Sept..18 ‘to Baltimore)... <2 00.1. ere Oe ee 15.00 
in Baltimore (inc. museum and porter $1.07).......... 8,57 
Sept. 20: “to “Nosfolk neue Pe eh SC Ooi 45a 21.00 
to Richmond »....¢... 8h cys 6 eee ee 12.00 
in’ Kichmond, hack «to house ..9... eee een 1.00 
Total cost (two persons to Lyme and three persons hack)". .2 24.7 $183.16 


Apparently the trip north was made 
mostly by water. Southward travel was 
apparently by stage to New Haven, by 
boat from New Haven to New York, by 
stage to Baltimore, and by boat to Nor- 
folk and Richmond. The trip from 
New Haven to Richmond took six days, 


with stops in New York and Baltimore. 

A letter of May 19, 1830, describes 
a trip by relatives from Richmond to 
New York that took eight days. The 
packet was taken in tow by a steamboat 
but 3 or 4 miles below Richmond it ran 
aground on a sandbar; the steamboat 
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left it, and it had to wait 10 hours for 
high tide. On the following day there 
was no wind and the packet made only 
20 miles by drifting with the tide. The 
next day a southwind took it to the 
mouth of the James River, where a 
strong northeast wind was encountered. 
The packet lay in Hampton Roads for 
three days, the passengers visiting the 
houses along the shore and the fort at 
Old Point Comfort. The wind became 
more moderate and changed to the 
southwest and the packet sailed to 
New York in two days. 

A trip in the spring of 1830 by 
another young minister and his wife 
who were going from Brunswick, Vir- 
ginia, to Ohio as missionaries took 10 
days of traveling for the 522 miles. The 
first day they started at 2 a.m. and 
reached Charlottesville at 10 p.m. By 
present roads the distance is approxi- 
mately 140 miles but the route followed 
may have been longer. It was covered 
in 20 hours, or an average of seven 
miles per hour. Making allowances for 
stops for meals and changes of horses, 
the animals must have been kept on 
a dead run most of the time. The 
travelers left Charlottesville at 2 a.m., 
reached the summit of the Blue Ridge 
at 11, and Staunton two or three hours 
later. A short stop was made in Staun- 
ton, long enough for a letter to be 
written, and the night was spent 14 
miles further west at Stribling Springs. 
After leaving Charlottesville stops were 
made over night; the daily distances 
covered were 40 to 55 miles, 50 being 
the typical day’s journey. There was 
no boat at Charleston and they went on 
o Guyandotte, where they waited all 
day for one. The ride from there to 


Gallipolis, Ohio, took from sunset to 
12 o’clock. From Gallipolis to Athens, 
Ohio, took two days of overland travel 
by private conveyance for some 48 
miles. In spite of the arduous first day 
the trip was “delightful.” The weather 
seems to have been good, the scenery 
beautiful, and their traveling com- 
panions (usually two) congenial. They 
made special mention of the views from 
the top of the Blue Ridge and from 
the high cliffs overlooking the junction 
of the New and Gauly rivers to form 
the Kanawha. The only complaint con- 
cerned damage to a bandbox from 
rough riding and rough handling. 


Other Expenses 


Medical care increased in impor- 
tance in the century, rising from 2 per- 
cent to 3.5 percent of the family ex- 
penses. Grandmother’s accounts show 
payments for doctors, nurse, coffin, and 
undertaker when her first baby was 
born and died. A dentist’s bill of $15, 
and a pair of spectacles for $3.50 also 
appear in the account. 

Donations from September 22, 1829, 
to July, 1833, were $171.19. Regular 
entries were Jean Wood Society, 
monthly concert, Education So., Do- 
mestic Missionary So., Bible So., 
B.C.F.M., and charity. Others include 
church fund, Fayetteville Church, semi- 
nary, foreign missions, colonizations, 
etc. Percentagewise, donations were 
lower than for the ministers in the 
1930’s. However, it is probable that 
some contributions were made _ by 
Amasa Converse from his office and 
not included in household expense. 

The most notable change between 
the two periods in the method and 
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scale of living has been the increase in 
“miscellaneous” expenses, amounting 
to more than one-fourth of the total in 
the 1930’s. Automobiles, movies, radios, 
cigarettes, beauty parlors, and phono- 
graphs have made their advent since 
1830. There has been a great increase 
in the number of daily papers, sporting 
events, soda fountains, and the amount 
of candy and chewing gum purchased. 

The recreation of my grandparents 
in addition to reading, writing, letters, 
and visiting appears to have been 
largely in attending religious and liter- 
ary meetings and in making an occa- 
sional journey.‘ The modern family 
obtains much of its recreation and en- 
tertainment outside the home. There 
has also been a great increase in the 
variety of gadgets, toilet articles, sport- 
ing goods, and magazines purchased by 
the family today. 


Prices in the 1830's 


Entries in the old accounts were in 
dollars and cents, and quantities were 


*The record of books purchased appears 
to be incomplete. A list of those purchased 
from January through July, 1831, amounted 
to $25.21. 


usually stated for sugar, coffee, tea, 
and coal, and occasionally for othe 
items. Sugar came in loaves weighing 
from 8 to 18 pounds. Typical prices 
were: 


White sugar........ 15 and 16¢ per lb. 

Brown sugar........ 10 and 11¢ per Ib. 

"ears. tet pee ee $1.40 to $1.50 per lb. | 

(Cofleera rece 15¢ per lb. 

ABMS P YE Dals.o doo 5 Bu 20¢ per lb. 

Molasses + siete eee 37%2¢ per gallon 

ard eerie kas 6% to 12%¢ per lb. 

BacOn ey-teetea tree 9¢ per lb. 

(Chickens ..0e" ser 10 to 15¢ each 

“Purkeys. Sic>..aseete 75¢ each 

Flout 42:46 S..cccceee $5.25 per barrel, 
delivery extra 

Ltaliantistlkeeye seer 90¢ a yard 

Broadcloth suits..... $29 to $48 

Brooms Freq. 21 soe 20¢ each 

Coal). (a0 ees ob ae 17¢ per bushel 


($4.25 per ton) 
delivery extra 


Note: Detailed tables have been pre- 
pared showing articles purchased, number 
of purchases per year, and cost for each 
article for each of the three years. There 
are tables for food, house operation, house 
furnishings and furniture, clothing, and 
medical expenses. The tables are too long 
and detailed for publication here, but are 
being mimeographed and will be sent free 
to those requesting them. Address Bureau of 
Economic and Business Research, 205 David 
Kinley Hall, Urbana, Illinois. 


Revision of the Federal Tax Structure 
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[HE FEDERAL tax structure as it stands 
oday is for the most part not the prod- 
ict of a systematic and scientific effort 
© insure collection of necessary reve- 
mes with maximum equity and ad- 
Ministrative efficiency and with mini- 
num adverse effect upon the economic 
ystem. To an unfortunate degree the 
tructure reflects action based upon 
-onsiderations of expediency and politi- 
al feasibility present at the particular 
ime existing provisions were enacted. 
it suffers seriously from sheer inertia 
yn the part of Congress, which has re- 
ulted in failure to readjust taxes in 
erms of changing economic conditions 
ind to make changes rendered impera- 
ive by the failure of provisions of the 
aw to accomplish intended aims. 
President Truman has called atten- 
jon to some urgent problems in his 
ax message of January 23; many 
mressing questions, however, were ig- 
iored. The present article is concerned 
olely with the problem of needed re- 
orm in the tax structure, and not at 
il with that of the level of tax rates. 


The Excises 


One of the most urgently needed 
eforms is the elimination of most of 
he excise taxes. A major point in the 
>resident’s message on taxation was the 
ecommendation for some reduction in 
he excise levies, provided that the 
evenue lost be made up from other 
ources. The excises can be grouped 
nto two major classes — the sumptuary 
xcises, on liquor and tobacco; and the 


luxury excises, a wide variety of taxes 
on transportation, communication 
services, admissions, jewelry, cosmetics, 
electrical equipment, and a number of 
other products and services. 

The liquor and tobacco levies, which 
produce nearly half of the $7 billion 
excise tax revenue, are usually justified 
on the basis that persons who wish to 
consume such articles—the use of 
which is regarded as unessential for the 
well-being of the community — should 
pay a heavy tax as a privilege for so 
doing. Such a basis for taxation is 
flimsy at best; furthermore, the taxes 
on cigarettes and beer, at least, are 
probably highly regressive. But the 
yield is so great and popular accept- 
ance of the levies so widespread that 
their retention is certain. Some objec- 
tion is raised, however, against the ex- 
tremely high rates; the tax on liquor 
of higher alcoholic content is $2.25 a 
quart; that on cigarettes, 7¢ a package. 
There is no scientific way of determin- 
ing desirable rate levels for these taxes; 
in any event, immediate reduction ap- 
pears unlikely. 

The case of the other excises, how- 
ever, is substantially different, since 
they apply to the sale of goods the use 
of which is not regarded as detrimental 
to the general welfare. Some of the 
levies, such as those on passenger trans- 
portation, were introduced during the 
war with the specific aim of curtailing 
use of particularly scarce goods or 
services. For the most part, however, 
they are regarded as means of reaching 
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persons on the basis of ability to pay, 
most of the goods taxed being con- 
sidered luxuries. But the levies not 
only fail to accomplish the aim of tax- 
ing in terms of ability, but create seri- 
ous inequities and adverse effects upon 
the economy. There are five major ob- 
jections to these taxes: 

1. Rather than reach persons accord- 
ing to ability, they discriminate 
seriously against particular individuals, 
and result in a highly capricious dis- 
tribution of tax burden. Some articles 
taxed — such as matches, electric light 
bulbs, and baby oils and powder — are 
‘items of absolute necessity, and thus 
some of the revenue is obtained from 
persons in the lowest income groups, 
which Congress never intended to tax 
directly. Even if the philosophy that all 
persons should pay some taxes is ac- 
cepted, there are far more satisfactory 
ways of accomplishing the aim. Fur- 
thermore, the taxes discriminate against 
those persons who prefer to use taxed 
articles as compared with persons who 
prefer to spend their money in other 
ways. Individual needs for taxed 
articles —fur coats, for example — 
vary greatly with circumstances. The 
mere fact that Montana is colder than 
Florida is not a valid reason for taxing 
its citizens more heavily. There is no 
justification for ‘taxing a person who 
prefers photography for recreation 
more heavily than one who prefers 
reading. 

*There are a few exceptions; matches, 
and the transportation of freight can 
scarcely be considered luxuries under any 
definition of the term. The tax on freight 


was introduced simply and solely as a rev- 
enue-raising device. 


2. The taxes result in a distortion of 
consumption patterns; that is, they 
cause persons to shift purchases from 
taxed to untaxed articles. When this 
occurs, the government receives no tax 
revenue; yet the consumers lose satis- 
faction, since they buy articles for 
which they have less preference. Thus 
total satisfaction gained from the avail- 
able resources is lessened. 

3. The taxes in part apply to pur- 
chases by business firms, as for ex- 
ample the levies on freight, business 
machines, and commercially-used tele- 
phone and telegraph service. Thes 
levies distort production methods; they 
cause business shift from: 
methods which they prefer to less ef- 
ficient ones. The tax on freight gives 


firms to 


firms an incentive to develop their own 
private trucking facilities (on which 
the tax does not apply) instead of 
using commercial carriers; one particu- 
larly vicious consequence arises from 
the fact that large firms are in a better 
position to develop such facilities than 
are smaller firms; thus the tax serves 
to discriminate against small businesses. 

Likewise, on business pur- 
chases are likely to pyramid on the way 
to the ultimate consumers of the prod- 
ucts; the application of markup per- 
centages to wholesale prices which in- 
clude the tax has the effect of raising 
the price to the ultimate consumer by 
an amount greater than the tax col- 
lected by the government. The final 
distribution of this portion of the 
burden of the excises is extremely ca- 
pricious and contrary to the usual prin- 
ciples of tax distribution; a portion, 


taxes 


or example, rests upon the users of 
necessities, such as bread and milk. 

4. In some cases business firms will 
ave difficulty in shifting the entire 
urden of the excises levied upon them, 
r will suffer substantial losses in reve- 
ue when they attempt to do so; as a 
onsequence, a portion of the tax will 
est as a discriminatory burden on the 
wners of the business. It is particularly 
nfortunate that some excises rest on 
rms operating in decreasing cost con- 
itions, so that any curtailment of 
olume raises average cost and reduces 
ofits drastically. For example, as the 
ailroads shift forward the tax on pas- 
enger travel and their business falls as 
z consequence, the cost per passenger 
rises; the profits of the companies are 
materially reduced, and their ability to 
orovide good passenger service is seri- 
ously affected. 

5. Finally, the excises produce a sub- 
stantial deflationary effect; almost cer- 
tainly total consumption is reduced as 
4 result of the higher prices consequent 
to the taxes; consumers are given an 
ncentive to curtail purchases because 
by so doing they can avoid payment of 
the tax. All taxes are of course defla- 
ionary, but the excises, resting heavily 
mn the lower income groups, and pro- 
jiding a substantial incentive to reduce 
gurchases, are likely to have particu- 
arly serious effects. 

The objections to the excises are so 
reat that immediate repeal of the en- 
ire group of non-sumptuary excises? 

? With the possible exception of the tax 
nm gasoline, which can be justified on the 
asis of making highway users pay for the 


osts of Federal aid for highway construc- 
ion. 
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has substantial justification, despite the 
loss in revenue involved. Raising of 
equivalent revenue by closing loop- 
holes in the personal income tax or 
increasing the personal income tax 
rates would be far more equitable, and 
would avoid in large measure the un- 
desirable effects of the excises upon 
the economy. 

Some excises are more injurious than 
others; there is greatest need for repeal 
of the taxes on freight, passenger travel, 
telephone and telegraph service, elec- 
trical equipment, and cosmetics. Justi- 
fication for repeal of the others, 
however, is almost as strong. The Presi- 
dent’s recommendation for reductions 
in excises, especially those on trans- 
portation of freight and passengers, 
communications service, luggage, and 
cosmetics, represents a definite step in 
the right direction; his statement that 
“We should go further just as quickly 
as budgetary conditions permit’ is 
highly encouraging toward further 
achievement of reform. His insistence 
that any revenue lost from excise re- 
duction be made up from increases in 
other levies, desirable as this may be 
from the standpoint of over-all budge- 
tary policy, lessens the actual likeli- 
hood of getting immediate excise 
reductions. There is less justification for 
excise taxes now, after the 1949 reces- 
sion, when inflationary pressures are 
no longer significant, than there was 
in 1948, a year of inflation. 


Discriminatory Treatment of 
Corporation Profits 


The second major field in which re- 
form is needed is that of the treatment 


of corporation profits.* At present the 
portion of such profits which is paid 
out as dividends is taxed twice —as 
corporation income, and as personal in- 
come to the recipients of dividends. 
All other portions of the national in- 
come stream are taxed but once under 
the Federal income tax. 

To the extent that the tax on corpo- 
ration income is actually borne by the 
stockholders, the latter are subject to 
discriminatory treatment. Not only does 
inequity result, but the willingness of 
persons to supply money capital to 
business enterprises on an equity basis 
may be checked. Whether the discrimi- 
natory treatment of corporation income 
is having serious adverse effects upon 
business investment at present is not 
clear, but the tax structure is likely to 
be one factor which interferes with the 
ability of corporations to raise funds by 
the sale of stock. 

The discriminatory treatment of cor- 
poration income is in large measure an 
outgrowth of the tendency in the 
United States to regard the business 
firm —and especially the corporation 
— as a taxpaying entity in itself, a view 
which ignores the facts that all taxes 
are borne by individuals, and that the 
principles of distribution of tax burden 
have relevance only in terms of in- 
dividuals. 

The issue of revision of the treatment 
of corporation income has become con- 


*The corporation tax problem is empha- 
sized in H. R. Groves, Postwar Taxation 
and Economic Progress (New York: Mc- 
Graw-Hill, 1945). A series of articles on 
the subject is to be found in Government 
Finance in a Stable and Growing Economy, 
the November, 1949, issue of the Annals of 
the American Academy of Political and 
Social Science. 
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fused by the assertion that such taxe 
are effective ways of placing an addi 
tional tax burden on the wealthy. How- 
ever, the present treatment places 
higher burden on those wealthy per- 
sons who are willing to risk their funds 
on a stock basis and favors person 
whose wealth is invested in bonds. If 
there is to be discrimination agains 
property income, all such incomes 
should be treated in similar fashion; 
there is little justification for a policy 
which discriminates against those 
wealthy persons who are willing to in-, 
vest their funds in a manner which 
best serves the welfare of the economy. 
Even if the view is accepted that e 
rich pay inadequate taxes under 
the present degree of progression in the 
personal income tax, the logical solu- 
tion is a change in that tax, not the use 
of a discriminatory corporate levy. 
Much attention has been given to 
possible solutions to the question of 
treatment of corporation profits. Com- 
plete repeal of the levy would allow 
undistributed profits to go tax-free, and 
thus would create new inequities and 
discrimination. Treatment of the cor- 
poration as a partnership and alloca- 
tion of all corporate income to the 
stockholders for tax purposes, though 
theoretically equitable, would give rise 
to serious administrative and legal dif- 
ficulties and would force the stock- 
holders to pay taxes on sums which 
they have not received; it might be 
feasible, however, for small, closely 
held corporations. Exemption from the 
corporate tax of earnings paid out as 
dividends, or exemption of dividend: 
from the first-bracket rate of the per. 
sonal income tax, offers the best pos: 


- @.a he 


Trane 


culties without creating serious new 
ines.* 

One difficulty in reaching a decision 
upon reform measures is the lack of 
ertainty as to the final incidence of 
he corporation income tax. In terms 
f traditional economic analysis, the 
urden rests upon the corporation and 
hus upon its stockholders, except to 
he extent that investment in industry 
ay be retarded. However, in recent 
ears there has been increasing accept- 
nce of the point of view that in part 
he tax may be shifted to consumers 
f the products. To the extent that this 
ccurs, the discrimination against 
tockholders is avoided, but the tax be- 
omes in effect a form of sales tax, with 
Il the objectionable features thereof. 
f the tax is shifted in large measure, 
reform must involve change in the 
orporate levy, which would lessen or 
liminate the tax now being shifted. If 
the tax is being borne by the consumers 
of the products, revisions in the law 
which would exempt dividend income 
eZ all or part of the personal income 
tax would give the stockholders an un- 
warranted bonus. 

In the current tax message, the Presi- 
dent not only did not suggest reforms 
in the general nature of the corporate 
evy (although some changes in deter- 
mining taxable income were sug- 
zested) ; but instead, he recommended 
ncreases in the rates on corporations 
with income in excess of $50,000. No 
ustification was advanced for the in- 


*One of the most complete studies of this 
yroblem is to be found in U. S. Treasury, 
Division of Tax Research, The Postwar 
Jorporation Tax Structure (Washington: 
J. S. Government Printing Office, 1946). 


REVISION OF THE FEDERAL TAX STRUCTURE 


ibilities of eliminating the present diffi-- 


crease. Such a change would intensify 
the inequity of the present treatment. 


Reforms in the Calculation of Income 
from the Conduct of Business 


In three major respects, revision of 
the provisions of the law relating to the 
calculation of the income of business 
enterprises (in regard both to personal 
and to corporation income taxes) is 
desirable. In the first place, there is 
substantial merit in allowing business 
firms more leeway in the calculation of 
annual depreciation charges. The pres- 
ent rigid regulations of the Bureau of 
Internal Revenue in regard to depre- 
ciation often result, over a period of 
years, in payment of tax on the return 
of capital instead of on income alone. 
Greater freedom would not reduce tax 
revenues over a period of years in cases 
in which the firms were able to depreci- 
ate equipment fully, and at the same 
time would avoid collection of too 
much tax in cases in which full depre- 
ciation was never possible. 

On the other hand, the present treat- 
ment of depletion of mineral resources, 
as provided by law, is unnecessarily 
liberal, and materially reduces the tax 
liability of enterprises in the mining 
and oil industries. For years the Treas- 
ury has recommended changes in treat- 
ment of depletion; the President 
stressed the need for such change in the 
current message. But political pressures 
to maintain the present provision are 
extremely strong in Congress. 

The worst source of difficulty is the 
allowance of percentage depletion; 
specified mining industries, including 
oil producers, can treat as a depletion 
expense a certain percentage of re- 
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ceipts from the sale of the product in- 
definitely,> regardless of whether the 
original investment has been recovered 
or not. As a consequence, firms in these 
industries have been paying entirely in- 
adequate amounts, with a tax saving 
far more than could be justified as an 
incentive to encourage such produc- 
tion. In some instances the allowances 
have been so liberal as to allow persons 
to reduce tax liability on other income 
through the purchase of property sub- 
ject to the allowances. 

Finally, there is need for greater lib- 
erality in regard to the carry-forward 
and carry-back of business losses. In the 
cases of businesses with fluctuating 
earnings and new businesses operating 
at a loss for several initial years, the in- 
ability to carry losses more than two 
years in either direction. results in the 
payment, over a period of years, of an 
excessive amount of tax compared with 
that paid by businesses earning the 
same total income, but on a regular 
basis. The Presidential message recom- 
mended a five-year carry-forward; 
some change of this type is highly de- 
sirable. The Federal tax structure has 
always been based too greatly on rela- 
tively short time periods, with inade- 
quate attention to total income over 
longer periods. 


Elimination of Income Tax Avoidance 


The present personal and corpora- 
tion income tax structures contain sub- 
stantial avenues for avoidance, which 
not only reduce revenue and create 
serious inequities, but in some cases at 

* Subject to the limitation that the allow- 


ance cannot exceed one half of the net 
income. 
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least produce detrimental effects upon | 
the economy. 

1. Tax-exempt securities: The ex 
emption from the tax of interest on 
state and local government securities | 
not only costs the Federal government | 
far more in revenue than the states and 
localities gain in lower interest rates, 
but allows substantial escape from tax 
by wealthy persons, for whom the tax 
saving far more than offsets the lower 
yield. In addition, the present treat-— 
ment encourages the wealthy—the very 
persons in the best position to supply} 
money to corporations on a stock basis 
—to buy tax-exempt bonds instead, 
and interferes with the flow of equity 
capital. 

Elimination of the exemption may 
require a constitutional amendment, 
unless the Supreme Court reverses its 
previous attitude on the taxation of 
interest on such bonds. Complete elimi- 
nation of the exemption would of 
course cause inequities to holders of 
existing securities; some allowance — 
perhaps an additional one percent in- 
terest to be paid existing bondholders 
by the Federal government in the event 


of elimination of the exemption® — 
1 


would remove most of the inequity. 

2. An increasingly serious source of 
avoidance has been the transfer of busi- 
ness property to charitable organiza- 
tions, colleges, and other tax-exempt 
institutions. In many cases control of 
the business remains with the original 
owners, and despite the transfer of title 


*Such a 1 percent payment by the Fed- 
eral government might even be extended to 
future state and local issues, to lessen the 
tax burdens of the states and localities. The 
Federal government has better taxing re- 
sources than states or local governments. 


the property substantial improve- 
ent in the actual income of the own- 
results from the transaction. The 
Ost serious cases of avoidance have 
curred when so-called charitable 
sts have used the income from the 
roperty transferred to them to pur- 
ase additional equipment for the 
siness, and have provided virtually 
othing for charitable purposes; essen- 
ally all reinvested earnings of the en- 
prprise have been escaping tax-free. 
3. The use of personal holding com- 
anies and the device of incorporating 
individual still persist, despite a 
mber of attempts to check the prac- 
ces by punitive tax measures. By in- 
lorporation of himself, a person can 
bh ake his earnings subject to the corpo- 
ption rates instead of the personal 
ates, and then realize on the earnings 
is capital gains, thus materially reduc- 
ug his total tax liability. 

4. The splitting of property among 
rious members of a family, and the 
se of trusts — each of which is treated 
is a separate taxpayer — are very con- 
enient ways of reducing the effective- 
ess of the progression of the present 
ax. An almost universal practice on the 
bart of wealthy persons is the division 
£ income-producing property among 
he various members of the family, in 
rder to escape progression; this prac- 
ice is an extremely difficult one to 
heck. But the provisions of the law 
lating to trusts, which provide an 
ven more effective way of cutting in- 
ome into small pieces for tax purposes, 
re unnecessarily liberal. 

5, The treatment of capital gains 
ffers several chances for avoidance. 
ince capital gains on property held 
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over six months are taxed at a maxi- 


mum of 25 percent, a person can ma- 
terially reduce his tax liability if he can 
convert business income into the form 
of capital gains—a procedure often 
possible with a small, closely held cor- 
poration. Earnings are added to sur- 
plus, and the owner realizes on them 
through the sale of stock. The provision 
of the law relating to improper accum- 
ulation of surplus does not appear to be 
effective in checking this practice and 
at the same time constitutes a threat to 
legitimate business enterprises wishing 
to add large sums to their reserves for 
expansion purposes. 

Furthermore, when capital gains are 
held until death, they are not subject 
to the income tax at all; for the heirs, 
the acquisition value for future capital- 
gains taxation is that at the time of 
transfer at the death of the original 
owner. Thus elderly persons have a 
particular incentive not to realize on 
gains; not only does inequity result, 
but the free flow of money capital is 
restricted. 

The entire tax treatment of capital 
gains is in great need of a complete 
overhauling. Taxation of capital gains 
as other income, with liberal provision 
for spreading the gains over a period of 
years, plus full deductibility of capital 
losses, would remove a major source 
of avoidance and inequity in the tax 
structure. 

6. Because interest on money in- 
vested in insurance goes tax-free until 
later years, when income is low, or 
escapes tax completely if the proceeds 
are realized by the heirs, this type of 
investment allows a reduction in tax 


liability as compared with other in- 
vestments. 

The Presidential message stressed the 
avenues of personal tax avoidance 
through charitable institutions and self- 
incorporation; no specific mention was 
made of the others noted here. 


Other Inequities in the Income Tax 


Apart from these avenues of avoid- 
ance, inequities in the income tax arise 
from several other sources. 

1. In some instances capital gains 
which are not essentially income are 
subject to tax; thus some persons are 
being made to pay excessive amounts 
of tax under the treatment of capital 
gains, while others escape proper tax 
payment, as previously indicated. The 
present law does not distinguish be- 
tween those capital gains which arise 
out of price-level changes and those 
which constitute a real improvement 
in the economic status of the taxpayer. 
The most flagrant case of inequity 
arises in the case of homes; a person 
who paid $6,000 for a home ten years 
ago sells it for $14,000 this year, and 
buys another home at a comparable 
price. He has received no income — 
yet he is subject to a tax on half of the 
$8,000 gain. But capital losses on non- 
income-producing property are never 
deductible; if five years from now he 
sells the home for $10,000 he cannot 
deduct anything from other income. 
Solution to this problem is difficult, yet 
the present treatment is highly inequi- 
table. Adjustment of capital gains by 
price indexes gives rise to serious ad- 
ministrative and equity problems. The 
most practicable solution is the exemp- 
tion of gains on homes, particularly if 
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the money from the sale is reinvested it 
another home. 

2. The present tax structure discrin 
nates severely against irregular income 
A person who receives a $100,000 in® 
come in one year out of ten and noth 
ing in the other years will pay far more 
tax than a person receiving $10,000 ; 
year for ten years. There is great justt 
fication for allowing persons to spreat 
irregular incomes over a period 
several years.“ 

3. The present structure discri 
nates against tenants in favor of home 
owners. Since the use-value of an 
owned home is not taxable income, a 
person who invests his wealth in a ho 
will pay much less tax than a person 
with the same salary income who 
invests his wealth in securities and lives 
in an apartment; in the latter casé 
the income from the securities is tax- 
able, yet no part of the rent is deduct 
ible. The discrimination is increased by 
the allowance of deductibility of prop= 
erty taxes by the home owner in de- 
termining income tax liability. The 
latter deduction could easily be dis 
allowed; the logically desirable reform 
— that of making the rental value of 
owned homes taxable—represents such 
a great departure from usual American 
tax practice that immediate considera 
tion of any such proposal is most un-= 
likely. 

Other less serious inequities could 
easily be eliminated; the failure to 
include income of dependents in tax- 
payers’ incomes is an avenue of avoid- 
ance and inequity; the definition of de- 


"For an extended discussion, see William 
Vickrey, Agenda for Phonression Taxation 
(New York: Ronald Press, 1947). 
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endents is unnecessarily arbitrary; the 
0-percent-support rule and the deter- 
ination of dependency on the basis 
f the status the last day of the year 
use inequities. The exclusion of 
ome-grown produce consumed is like- 
ise a minor source of inequity. 


.eform of the Estate and Gift Taxes 


Few fields of Federal taxation, apart 
om the treatment of capital gains, 
re in greater need of revision than 
State and gift taxation. The extremely 
igh exemptions of the estate tax, plus 
€ provisions for splitting of estates 
etween husband and wife, materially 
duce tax revenue. But, more seriously, 
e very liberal exemptions of the gift 
(particularly that allowing $3,000 
r year per donee to be given tax- 
ec) permit a person to give away 
substantial portion of his estate tax- 
ee if he plans with a little care; 
oo this splitting of the per- 
on’s wealth between gifts and taxable 
state materially reduces tax liability by 
hecking the operation of progression. 
Integration of the gift and estate 
axes and modification of the exemp- 
ions are highly desirable, as well as 
hange in the treatment of life estates, 
vhich are now taxed on only one of 
he transfers rather than on both. In- 
reased revenue from the estate tax is 
specially desirable, since it is likely 
hat this levy has much less effect on 
jusiness incentive than does the income 
ax. Changes along the lines indicated 
vere suggested in the Presidential mes- 


age. 
Evasion 


Emphasis has been placed upon in- 
quities arising out of the structure of 
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the law and upon avenues of legal 


avoidance of taxes which under the 
general intent of the tax system a per- 
son should pay. But in addition, there 
occurs without doubt a_ substantial 
amount of evasion, especially under the 
personal income tax. Certain groups — 
farmers, professional men, small busi- 
nessmen —are particularly able to 
escape tax by understating income and 
overstating expenses. Individual over- 
statement of deductions and of num- 
bers of dependents and failure to 
report various items of miscellaneous 
income undoubtedly reduce tax reve- 
nue materially. More rigorous enforce- 
ment is urgent; only by the checking 
of additional returns can evasion be re- 
duced. Too many taxpayers realize that 
the chances of their returns being au- 
dited carefully are almost nil. One of 
the most unwise economies that can be 
made in Washington is that of reducing 
appropriations for the Bureau of In- 
ternal Revenue. 


The Presidential Message on Taxation 


The message of President Truman 
to Congress on January 23, 1950, on 
the subject of tax reform, was based in 
large measure upon extensive study of 
the tax structure by the Treasury De- 
partment and the Joint Committee on 
Internal Revenue Taxation. The mes- 
sage emphasized some of the major re- 
forms required: excise reduction; re- 
vision of estate and gift taxes; the 
lessening of avoidance of the income 
tax, especially with reference to tax- 
exempt charities, depletion allowances, 
and self-incorporation; and carry-for- 
ward provisions. As to these changes 
there is almost universal agreement 


except on the part of those whose taxes 
would be increased thereby. Enactment 
of these recommendations would pro- 
duce material improvement in the tax 
structure. 

There is substantial justification, 
however, for going much further than 
the President suggests in repeal of the 
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excises; some other problems of sig | 
nificance, such as the treatment 
capital gains, were ignored. On on 
question — that of corporation incom 
taxation — serious objections can be! 
raised against the recommendation for! 
rate increases instead of for elimination 
of the present discriminatory taxation 


HE HOOVER COMMISSION character- 
ized the Federal budget as ‘“‘an inade- 
quate document, poorly organized, and 
improperly designed.” Federal account- 
ing was described as “outmoded and 
scumbersome.” Such broad indictments 
were certainly no surprise to authori- 
ities in the field of public administra- 
tion. Committee after committee in the 
elds of accounting and public adminis- 
ration has drawn similar conclusions 
and made sound recommendations for 


the Federal 


budget are much more fundamental 


weaknesses in 


han its mere size (in weight and num- 


jand organization. The weaknesses of 
Federal accounting go beyond its cir- 
‘uitous and needless routines. The 
tdeficiencies of both budgeting and ac- 
ounting lie deep in their fundamental 
fobjectives, principles, and procedures. 
| Those unacquainted with the struc- 
ture of the Federal government (or 
loverly-impressed with the theoretical 
eparation of powers between the exec- 
lutive and legislative branches) are 
probably inclined to place the entire 
blame upon the President. and his 
budget arm, the Bureau of the Budget. 
‘The blame cannot be so readily as- 
sessed. 

_ The Congress may be censured. be- 
cause it has long entered into agency 
management and administration by 
excessively itemizing and restricting ap- 


Hoover Commission Recommendations 
on Budgeting and Accounting 
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propriations and providing that single 
activities receive support under too 
many appropriation titles. It may also 
be censured because its auditing 
agency, the General Accounting Office, 
has long devoted itself to auditing by 
swivel-chair examinations of documents 
in Washington and auditing by the 
procedure of duplicating the account- 
ing performed by facets of the Execu- 
tive Branch. This audit agency has 
devoted itself too long to audits of doc- 
ument-details, too little to the broader 
aspects of financial management. Its 
audit reports have generally been so 
outmoded and untimely that they have 
lost their effectiveness.* 

The President, 
predecessors, may be censured for fail- 


and many of his 


ure to pursue aggressively the recom- 
mendations for improvement made by 
officials and employees of the Federal 
government, as well as by authorities 
outside the government. The President 
has undoubtedly depended upon the 
expert advice of his principal fiscal ad- 
visers, the Director of the Bureau of 
the Budget and the Secretary of the 
Treasury. In the past, these two agen- 
cies have often been more than friendly 
rivals; in fact, they have often fought 
each other on important issues of 
budgeting and accounting on jurisdic- 
tional grounds. In turn, both have 
been extremely jealous of the General 


1Except, generally, the audits of govern- 
ment corporations by the Corporation Audits 
Division. 


[57] 


Accounting Office, the watchdog of 
the Congress. The result has been a 
stalemate. 

It will also be found that the Con- 
gress and the President have contrib- 
uted to the ineffectiveness of depart- 
mental management (generally the 
members of the Cabinet), by providing 
that heads of divisions and bureaus, 
organizational subdivisions of depart- 
ments, receive their 
through Presidential nomination not 
necessarily supported by recommenda- 
tion of the heads of departments. Thus, 


appointments 


allegiance is often primarily to the 
President and not necessarily to the de- 
partmental head to whom they nomi- 
nally report. 

If responsibilities for deficiencies in 
the financial management of the Fed- 
eral government are properly assessed, 
it will be found that the deficiencies in 
the Federal budgetary and accounting 
procedures have been a team effort — 
with the Congress, the President, and 
their respective agencies all responsible 
for the chaotic conditions well de- 
scribed by the reports of the Hoover 
Commission and its task forces. 


Weaknesses in Government Budgeting 
and Accounting 


The budget is the document by 
which the financial plans are formu- 
lated; the accounting reports are, or 
should be, the means by which the 
execution of the financial plans is dis- 
closed and interpreted. Budgeting and 
accounting go hand in hand. That is 
why the budgeting processes are so im- 
portant to accounting development; 
that is why the principles and pro- 


e 
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cedures of accounting are so significant | 
to the budgetary processes. 

The weaknesses of the Federal) 
budget may be summarized as follows: | 

(a) The summary of the Federal} 
budget (Part I) is prepared on a cash 
basis. The detail by agencies (Part IT) 
is prepared on an obligation basis. This 
means that when an agency (e.g., the 
Public Health Service) prepares its 
budget, it estimates how much “funds” 
it will need to finance claims, purchasé 
orders, and commitments during the 
budget year to accomplish its program= 
objectives. This information, after re-! 
view by the Bureau of the Budget, is 
placed in Part II of the budget. The 
operating agency must also estimate 
how much cash it will need to liquidate: 
its maturing obligations of prior fiscal 
years, as well as the maturing obliga- 
tions of the budget year. The summary 
of its cash requirements is combined 
and summarized along with those of 
other agencies (including the Treas- 
ury) in Part I (the Budget Summary). 
Attempted correspondence between 
Part I and Part II of the Federal] 
budget defies the best of financial ex- 
perts. In fact, the budget itself resorts 
to substantial “plugging” in order to 
bring the two parts into agreement. Co- 
ordination is so lacking that when the 
Congress makes “obligation” cuts or in- 
creases for specific agencies, it is ex= 
tremely difficult, if not impossible, to 
determine the impact upon the cash 
budget. Under the present system, Con- 
gress and the President never know 
when the budget is “balanced.” 

(b) Individual agencies and activi- 
ties within agencies may receive appro- 
priations from many sources and under 


udget, the Bureau of Mines of the De- 
artment of the Interior received only 
a small appropriation for general ad- 
ministration, while it drew from fifteen 
other appropriations approximately 
eight times that amount for the same 
purpose.” The arrangement of the 
budget organizes the information by 
appropriation titles. Thus, appropria- 
tions made to a single agency, or even 
to an activity within an agency, may 
be found in many scattered places in 
the Federal budget. The Bureau of the 
Budget has contributed to this con- 
fusion by not pointing out aggressively 
such structural weaknesses to the Con- 
gress and emphasizing alternatives in 
the appropriation structure and lan- 
guage. Further, the Bureau has not 
been overly ingenious in devising al- 
ternative methods of presentation in 
the Budget Document. 

(c) Neither the Congress nor the 
Bureau of the Budget has given ade- 
quate consideration to adapting the 
method of appropriations to the oper- 
ating characteristics of the agencies. 
For example, it might be desirable to 
appropriate to a purely administration 
agency (e.g., the Bureau of Foreign 
and Domestic Commerce) on the basis 
of obligations, since it may be assumed 
that all goods and services received will 
be immediately paid in cash, and that 
such an agency has few inventoriable 
assets at any one time. On the other 
hand, it might be desirable to appropri- 
ate to a business-type agency (e.g., the 
Bureau of Reclamation) on the basis 


2A. E. Buck, “Performance Budgeting for 
the Federal Government,” Tax Review, Vol. 
10, July, 1949, p. 35. 
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any titles. For example, in the 1949 


of costs. Much more needs to be done 
in convincing the Congress that “con- 
trol” can be achieved through any 
number of methods of making appro- 
priations. 

(d) The preparation of the budget 
has been and is a long and laborious 
task which requires that the budget 
calls be initiated some 12 to 18 months 
prior to the month of the execution of 
the budget. Budget estimates prepared 
so far in advance are often under- 
standably fantastic. Budget plans which 
may be prepared on one set of assump- 
tions about economic conditions at the 
time of preparation may be grossly 
over-or understated by unforeseen eco- 
nomic changes even before the budget 
is completed in the agency or reviewed 
by the Bureau of the Budget. 

(e) The examinations by the Bureau 
of the Budget of the agency budget 
submittals to the Bureau often empha- 
size details to the exclusion of the 
broader issues. Budget estimates sub- 
mitted are likely to conform to a pre- 
determined total (predetermined by the 
Bureau of the Budget and the Presi- 
dent) rather than provide a complete 
statement of needs by the administra- 
tive head of the agency submitting the 
budget proposals. Budget proposals are 
examined by individual specialists when 
a team effort by specialists from many 
fields (e.g., sociologists, economists, en- 
gineers, and accountants) would be 
more appropriate. Here again, there is 
too much swivel-chair budget exami- 
nation — not enough examination at 
the grass roots, or at least with full ap- 
preciation of the issues and the pro- 
cedures which “built up” the figures. 
Often the budgetary review is a peck- 
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ing at details rather than a considera- 
tion of the broader issues of the eco- 
nomic and social implications of the 
proposals. 

(f) Budgetary reports by the agen- 
cies to the Bureau of the Budget have 
not required reliance on the accounts, 
or even prescribed reconcilement with 
such records. Thus, reports to the 
Bureau have not employed the controls 
which could be supplied through a 
good accounting system. (The General 
Accounting Office has, in the past, con- 
tributed to this state of affairs by failing 
to appreciate more fully the budgetary 
needs for certain types of information 
and to require the writing of such pre- 
scriptions into the accounting systems. ) 
The budgeting function in the agencies 
has. often been considered entirely sepa- 
rate from, and often superior to, the 
accounting. Thus, agency management 
has been encouraged to underempha- 
size accounting for operating purposes 
and depend on accounting only for that 
accountability of funds necessary to 
stand a respectable audit. 


Accounting by the Federal govern- 
ment has, also, had its marked de- 
ficiencies. Agency accounting has been 
largely dictated in its broader proce- 
dural phases by the General Account- 
ing Office, which has obtained con- 


» formance largely through the threat of 


audit. Some of the weaknesses in 
Federal accounting are: 

(a) The accounting systems pre- 
scribed and approved by the General 


Accounting Office (through General 


_ Regulations No. 100) have been gen- 
_ erally inflexible and lacking in respon- 
_ siveness to the needs of the various 
types of agencies and their manage- 


ment. In defense of the GAO, it is fair 
to say that the regulations mildly sug- 
gested that agencies seek exceptions for 
practices necessitated by the peculiari- 
ties of their agencies. Few agencies took 
advantage of such privileges. On the 
other hand, the fear of audit and their 
own failure to use accounting as an 
effective operating device encouraged 


some agencies to abide strictly by the 


regulations without making a case for 
deviations. Other agencies practically 


disregarded the regulations, apparently — 


on the basis that the GAO document- 
audit would not ‘‘catch” the variations 
from General Regulations No. 100. 


(b) Both the General Accounting © 


Office and the Treasury Department 
have devoted themselves to excessive 
accounting at the Washington levels; 
too little to a review of those agency 
accounting practices which made for 
inaccurate and deficient reports. Fur- 
ther, since the Bureau of the Budget 
(together with the Treasury Depart- 
ment) asked for reports which could 
be derived from non-accounting rec- 
ords, the need for accuracy and com- 
pleteness of the accounting systems was 
not apparent. At times the Treasury 
Department seemed more interested 
in acquiring for itself the performance 
of central summary accounting for all 
agencies. Too often have its officials 
looked longingly back to the days of 
Alexander Hamilton; when such rec- 
ords were centered in the Treasury 
Department. Then, too, the General Ac- 
counting Office often assumed the at- 
titude and approach of the traditional 
auditor, rather than that of a construc- 
tive systematizer. This approach was 
certain to lead to overemphasis on ac- 


' 


ot as a device for service to operating 
lanagement. 

(c) Neither the Bureau of the 
udget, through its type of budget ex- 
mination, nor the General Account- 
ng Office, through its type of audit, 
ncouraged or trained agency-manage- 
ent to construct accounting systems 
esponsive to its own needs. Since 
gency accounting was encouraged 
oward an inflexibility and toward a 
lack of adaptation to the particular 
character of the agency operations, the 
accounting function over the period of 
years has wasted away or shriveled up 
through virtual disuse. 

(d) Careful budgeting is not encour- 
aged by the methods employed by the 
Congress in making appropriations. 
Appropriations are generally made for 
obligations to be incurred with so many 
years to liquidate or pay the obliga- 
tions. There is no provision that the 
goods or services ordered, on the basis 
of obligations placed, need be delivered 
in the appropriation year (or even a 
reasonable number of months after its 
close). Thus goods and services may be 
obligated in one year and delivered late 
in a following year. The matching of 
the appropriation with the years of 
benefit of the goods and services is 
almost impossible. Rarely are unapplied 
resources (i.e., unconsumed expend- 
able assets in the hands of agencies) 
given emphasis or mention in the Fed- 
eral budget. Thus, agencies are per- 
mitted to “increase” programs by living 
off the fat of prior appropriations. 
Further, deficits in appropriated funds 
can be avoided by the simple device 
of holding out purchase orders, minor 
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ounting as a device for easy auditing, 


contracts, and other commitment docu- 
ments. Thus the Congress can pass 
what it feels is a balanced budget, only 
to find that it lacks the effective con- 
trols to assure conformance to the kind 
of budgetary program that it thought 
it passed. If one argues that the obliga- 
tion budget is not balanced, others can 
argue that the cash budget is — and 
vice versa. 


Recommendations by the Hoover 
Commission 


To bring order out of this chaos, the 
Hoover Commission made the follow- 
ing recommendations concerning the 
budgeting and accounting system of the 
Federal government: 


Budgeting. It would “re-fashion” the 
budget by the adoption of a budget 
based on “functions, activities and 
projects”; this to be designated as a 
“performance budget.” Such a budget 
would center attention on the end- 
purposes and their accomplishment — 
instead of on the number of employees 
or upon the authorization of specific 
intermediate objects of expenditure. 

It would recommend a survey of the 
appropriation structure toward a re- 
duction in the amount of itemization, 
toward consistency in appropriation 
language, and toward reduction in the 
kinds of appropriations. It was felt that 
such simplification would lead to a 
more orderly and understandable pres- 
entation of the budget. 

It would provide that budget esti- 
mates be divided between “current op- 
erating expenditures’ and “capital 
outlay” —in order to place more em- 
phasis upon the end-purposes or ac- 
complishments of appropriations and 
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perhaps to distinguish, in some meas- 
ure, recurring from nonrecurring ex- 
penditures. 

It would give the President authority 
to reduce expenditures under appropri- 
Thus, the President, acting 
upon recommendation of the Bureau 
of the Budget, or otherwise, would be 
permitted to reduce appropriations as 
the budget was being executed, if his 
analysis indicated that an agency would 
receive more than it needed through 
changes in programs or economic con- 
ditions. 


ations. 


Accounting. The Commission would 
centralize the function of prescribing 
accounting systems and procedures in 
the Treasury Department (under an 
Accountant General), an agency of the 
Executive Branch, rather than in the 
General Accounting Office, the audit 
arm of the Congress.* 

The Commission would charge the 
Treasury Department with receiving 
and assembling agency accounting re- 
ports into financial reports for the gov- 
ernment as a whole. 

The Commission recommended that 
the General Accounting Office perform 
audits by a “spot sampling process” in 


*The Accounting Policy Committee of 
the Hoover Commission (Task Force on Ac- 
counting) recommended the establishment 
of a central accounting office (to be known 
as the Accountant General) separate from 
the auditing office and the Treasury De- 
partment. The status of this office was to 
be that of an independent establishment 
within the Executive Office of the President. 
This office would have “undivided responsi- 
bility for accounting activities with the final 
authority in all accounting matters.” This 
recommendation was not accepted by the 
Hoover Commission. T. Coleman Andrews, 
“Hoover Commission Disagrees on Changes 
in Government Accounting,” Journal of Ac- 
countancy, March, 1949, pp. 192-199. 


the field, or near the originating loca- | 


tions, rather than by the transporta 


tion of documents to Washington, D.C. | 
Task Force on Accounting | 


oe) 


strongly advocated the adoption of the | 


The 


accrual basis of accounting,* but the 
Hoover included _ this 
feature among a miscellany of recom 
mendations in the accounting field. 
The Task Force on Accounting gave 
emphasis to the fund principle’ of gov- 
ernmental accounting, but the Hoove 


Commission 


Commission did not mention the prin- 
ciple.® 


In general, the recommendations on 


budgeting by the Hoover Commission 
merit unqualified support, though it is 
feared that the Commission did not 
appreciate the close relationship be- 
tween the “program or performance 
budget” and the accrual basis of ac- 
counting. The performance budget 


*The Task Force on Accounting describes 


the “accrual basis” of accounting as follows: — 


“Thus to state it simply, when the accrual 
basis is used in governmental accounting, 
revenues are taken into account and put 
under control when they are assessed or 
otherwise formally established, control of 
expendable supplies and the investment 
therein are maintained, and expenses are 
taken into account as they are incurred.” 
Task Force Report on Fiscal, Budgeting, 
and Accounting Activities (Appendix F), 
January, 1949, p. 102. 

°The term “fund accounting” is defined 
by the National Committee on Municipal 
Accounting as “a sum of money or other 
resources (gross or net) set aside for the 
purpose of carrying on specific activities or 
attaining certain objectives in accordance 
with special regulations, restrictions, or limi- 
tations, and constituting an independent 
fiscal and accounting entity.” This definition 
is quoted with approval by the Task Force 
on Accounting, ibid., p. 105. 

“The Commission used the term “public 
debt accounting,” which could mean that it 
favored some minor aspect of fund account- 
ing. 


which has as one of its objectives the 
velation of estimated and actual ac- 
mplishments of functions, activities, 
rojects, etc., in terms of end-pur poses 
f programs) states the performance in 
rms of costs put in place or applied 
the end-purposes. This requires that 
e data in support of the budget 
rmulation and execution be refined 
show the unapplied resources or 
osts (including inventories) and the 
mount of undelivered orders and other 
commitments, as well as the applied 
osts. These are the very kinds of dis- 
inctions which are made by _ the 
.ccrual basis of accounting (and not re- 
ealed by the cash basis and/or obli- 
ation basis). Thus, the accrual basis 
urnishes the financial data on per- 
ormance to be matched with the 
propriate performance units — activ- 
ties, projects, and so on.’ 

The Commission’s recommendations 
m the budgetary distinctions between 
current operating expenditures” and 
capital outlay” can be accepted with 
pproval if their principal purpose was 
0 place emphasis upon the end-pur- 
jose of appropriations. There are some 
eservations if this recommendation in- 
ludes a desire to formulate a “capital 
udget” separate from a “current 
udget.” In any case, much work 
eeds to be done to reconcile the budg- 

7A. E. Buck, loc. cit., well recognizes this 
slationship. Buck uses the terms “costing,” 
costs,’ and ‘“‘cost accounting.” These terms 
light scare off many from advocating “the 
ccrual basis,” especially if they thought 
1at the accrual basis and cost accounting 
ere synonymous. Does this explain why 
1e Hoover Commission did not make the 


accrual basis” one of its principal recom- 
iendations on accounting? 
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etary and accounting concepts of “‘cap- 
ital outlay” so that the accounting will 
produce data useful for budgeting. 
Further, minor items of capital outlay 
and replacement of capital outlay items 
often take on aspects of current oper- 
ating expenditures in the operations 
of certain kinds of agencies. 

The recommendations calling for the 
performance budget and the survey of 
the appropriation structure can receive 
unqualified approval. But these recom- 
mendations cannot be accomplished in 
short order. Much needs to be done in 
defining the measurable performance 
units so basic to performance budget- 
ing. The types of appropriations (i.e., 
one-year, two-year, no-year, etc.) are 
so inextricably tied up with the cus- 
tomary methods of operating in many 
agencies that substantial changes will 
be slow in coming. 

When it is considered that budgetary 
programs are in preparation long be- 
fore the year of actual execution and 
that economic conditions may change 
markedly in the interim, it is reason- 
able that the President be given at least 
the authority to reduce appropriations. 
Some restrictions upon the authority 
of the President could be maintained 
by providing that the reductions could 
not exceed a stated percentage. 

Of the accounting recommendations 
of the Hoover Commission, the pro- 
posed organizational realignment of the 
functions of prescribing accounting 
systems and procedures by transfer 
from the General Accounting Office to 
the Treasury Department (to a pro- 
posed office of Accountant General) 
is most debatable and will be most dif- 
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ficult to achieve. For one thing, the 
Congress is too jealous of the powers 
of its watchdog, the General Account- 
ing Office, to agree to the transfer of 
functions which that agency contends 
are inseparably bound up with the 
proper performance of the functions of 
audit. On the other hand, the Treasury 
Department does not possess the threat 
of audit to enforce any prescription of 
accounting systems and procedures. If 
disfavor of the President is bad, dis- 
favor of the Congress and its watchdog 
is much worse. 

In theory, management (the Execu- 
tive Branch in this case) should be 
possessed of the power to prescribe its 
own accounting systems and _proce- 
dures, with the proviso that such systems 
and procedures will be designed to in- 
clude such checks and controls as will 
satisfy the reasonable standards of the 
auditor (the General Accounting Office 
in this case). In practice, it can be 
debated whether the GAO is really an 
internal or an external auditor. In the 
practice of government, serious ques- 
tion can be raised as to whether the 
Executive Branch does not share man- 
agement with the Congress.? In the 


*In a recent letter to the Senate Com- 
mittee on Expenditures, the Comptroller 
General opposed the enactment of the 
Hoover Commission proposals for realign- 
ment of functions between the General Ac- 
counting Office and the Treasury Depart- 
ment on the ground that the move would 


weaken the GAO as an agency of Congress 


to eliminate illegal and extravagant spend- 
ing. 

*Is the relationship of the GAO to the 
Executive Branch analogous to that of a 
firm of public accountants (in their audit- 
ing capacities) to its clients? Or, is it more 
analogous to the relationship of a public 
regulatory commission to a public utility? 
Or, if the management of the government 


subject situation, where the quality of 

accounting leadership in the GAO 

possesses a vision and progressiveness 

exceeding by far any expressions and | 
actions by the representatives of the] 
Executive Branch, it seems just as well 
that the leadership in the prescription 

of accounting systems be left with the 
GAO. 

The Hoover Commission recommen- 
dations for “spot sampling”  (test- 
check) audits, preferably near the 
origin of transactions, deserve the un- 
qualified approval of the citizens. Not} 
only do such types of audits permit 
more economical audits, but they pro 
vide a broader and more appreciative 
look at management policies in the 
natural settings of operations. But ful- 
fillment of this recommendation may 
take many years. The necessary re- 
training and re-locating of personnel 
encourage strong support of the de- 
tailed documentary audit in Washing- 
ton on the ground that some errors 
might be missed or that the recom- 
mended type of audit is an unknown 
experiment. ( 

The failure of the Hoover Commis- 
sion to include the accrual basis of 
accounting as one of its strong recom- 
mendations may indicate two things. 
First, the relationship of the accrual 
principle and the performance budget 
was not sufficiently emphasized to the 
members of the Commission, Second, 
lack of coordination between the Task 
Force on Budgeting and the Task 
Force on Accounting seems somewhat 
evident. 


is shared by the Executive Branch and the 
Congress, isn’t the GAO an internal auditor 
which should share in the construction of 
accounting systems? 


ie 
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Fund accounting has, perhaps, less 
)plicability in the financial affairs of 
€ Federal government than in mu- 
cipal and state finances, because of 
e differing nature of its sovereignty 
id its consequent greater flexibility 
financing. Nevertheless, it is appar- 
it that the Hoover Commission did 
yt recognize the potentialities of the 
nd principle in distinguishing and 
sclosing transactions in trust and 
fency, business-type, debt, and per- 
ips working capital operations and 
lationships. Even if the Commission 
sre unwilling to accept completely 
e fund principle, it was most appro- 
iate that it recommend that the limi- 
tions and restrictions of funds be 
ven adequate disclosure in the ac- 
unts, reports, and budgets. One need 
ly read the daily newspaper (or even 
e interchange of communications be- 
een Messrs. Hoover and Ruml) to 
eognize the confusion which has 
isen on the of the social 
curity trust funds alone. 
On the basis of the budgeting and 
counting recommendations of the 
over Commission, S 2054 was in- 
yduced in the Senate in June, 1949, 
d referred to the Senate Committee 
Expenditures; in the House, com- 
nion action was taken by HR 5823 
d referred to the Committee on Ex- 
nditures of that chamber.*® To date, 
tion has not proceeded beyond the 
ge of receiving comments from the 


status 


°S 2054 is a bill “to authorize the Presi- 
1t to determine the form of national budg- 
and departmental estimates, to modern- 
and simplify government accounting and 
liting methods and procedures and for 
er purposes.” 


three central fiscal agencies.1! It is 
likely that the bill will be materially 
amended to eliminate those features 
deemed especially objectionable to the 
Comptroller General. This will mean 
the elimination of those provisions call- 
ing for the transfer of the functions of 
prescribing accounting systems and pro- 
cedures from the General Accounting 
Office to the Treasury Department 
(office of the proposed Accountant 
General). 


Joint Program of Central Fiscal 
Agencies 


Even before the publication of the 
Hoover Report, definite action had 
been taken by the Comptroller General, 
the Secretary of the Treasury, and the 
Director of the Bureau of the Budget, 
through a “Joint Program for Improv- 
ing Accounting in the Federal Govern- 
ment,” to accomplish certain goals 
consistent with those recommended by 
the Hoover Commission. This joint 
program was instituted in December, 
1947, but did not blossom into a 
formal agreement until January 6, 


In recent communications to the Senate 
Committee on Expenditures with reference 
to S 2054 (81st Congress, Ist session), 
representatives of the three central fiscal 
agencies composing the Joint Program at- 
tempted to ward off the proposed organiza- 
tional realignments by the following repre- 
sentations: (a) That the three central 
fiscal agencies had decided to put aside 
jurisdictional questions, and (b) that “a 
high percentage of the Hoover recommen- 
dations could be accomplished by executive 
action with the Executive Branch and agen- 
cies thereof without new laws.” One might 
well ask with reference to these contentions: 
What will happen if the heads of the three 
central fiscal agencies should change? If the 
recommendations could have been accom- 
plished without legislation, why weren’t 


they? 


1949. To the credit of the three 
agencies, it must be admitted that they 
“scooped” the Hoover Commission to 
some extent. At the same time it must 
be admitted that the Hoover Commis- 
sion speared the Joint Program into 
action on many issues. 

This program basically recognizes 
the inherent jointness of budgeting and 
accounting in most areas. Its avowed 
objectives are to state accounting and 
related budgetary principles in terms 
of general concepts and _ objectives 
rather than in terms of specific pro- 
cedures and methods. Its program is 
the antithesis of blind uniformity; it 
is one which would recognize the di- 
versity and breadth of the operations 
of the agencies of the Federal govern- 
ment and mold accounting systems and 
reports to their individualized needs. Its 
thesis is adaption to the needs of man- 
agement rather than undue emphasis 
upon needs for facile and outmoded 
methods of audit. It would advocate 
uniformity and consistency in account- 
ing systeras and procedures only to the 
minimum necessary extent. Under this 
program there have been the following 
accomplishments: 


Bureau of the Budget. (a) There has 
been a straight-forward acceptance of 
the “performance budget” principle in 
the construction of the budget, with 
the re-stating of programs in terms of 
“functions, activities, and projects.” 
(Actually, this has been done in the 
budget for many years by many agen- 
cies. In many cases it will take years to 
define and develop workable perform- 
ance units which will permit of meas- 
urement to the degree visualized by 
the Hoover Commission. ) 
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(b) The Bureau has embarked on a 
popularized version of the budget sum 
mary with graphs and illustrations and 
less technical language. (Such af 
edition does not correct the funda: 
mental weaknesses; it does tend to 
make the budget more palatable to t t 
average citizen.) ; 

(c) The Bureau has accepted the ac 
crual basis of accounting in principle. 
It reserves general acceptance until the 
advantages of the accrual basis have 
been demonstrated by actual expert 
ence in selected agencies and activities; 
(The Bureau has yet to recognize thai 
without the accrual principle the de- 
sirable goals of the performance budget 
cannot be achieved. It has yet to ad 
mit that periodic projected accomplish- 
ments cannot be consistently measure¢ 
in financial terms except by the adop: 
tion of the accrual principle not only 
the accounting but also in the budget 
ing. Further, to gain the principal ad- 
vantages of the performance budget 
it will be necessary to restate appropri 
ations in terms consistent with the 
principles underlying accrual account 
ing. This, the Bureau seems unwiiling 
to attack forthrightly. Also, much worl 
needs to be done in determining the 
full impact of the accrual basis of ac 
counting and budgeting upon the so 
called cash budget (Part I) of th 
present Budget Document. Strongh 
wedded to the usefulness of a casl 
budget in great detail, Bureau person 
nel are moving very slowly in balancin| 
the advantages of the accrual basis. 

(d) The Bureau has entered ag 
gressively on a program to make recom 
mendations to the Congress to simplif 
appropriation language and structure 


bye 
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-well as to eliminate inconsistencies 
methods of appropriating to agen- 
es and activities with like operating 
laracteristics. 

(e) The Bureau has joined with 
e General Accounting Office and the 
reasury Department in revising the 
riodic budgetary reports to make 
ore effective use of the financial data 
cumulated in the accounts of the 
encies. (It will take some time for 
€ agencies to accomplish a complete 
tegration of the accounts with the 
quirements of the budgetary reports, 
ice many have not constructed their 
counts with these purposes in view.) 
i) ‘The commenced 
idies on the advantages and possible 
yplications of budgetary processes 
aich stress the distinctions between 


Bureau has 


urrent operating expenditures” and 
apital outlay.” (If such distinctions 
e introduced, significant changes in 
e object and character classifications 
expenditures, in the appropriation 
ucture and language, and in budget 
esentations are foreseen.) 


General Accounting Office. (a) This 
ency has issued procedural memo- 
nda which interpret and explain 
eral Regulations No. 100 to the 
encies in such a way that it un- 
stakably invites proposals for devia- 
ms if the agencies can show reason- 
le need for alternative procedures. 
n fact, these memoranda actually 
xsest deviations to the operating 
encies.) These memoranda encour- 
e agencies to seek out ways of making 
counting more useful to their man- 
ement without being hampered by 

assumed inalterability of the ac- 


counts prescribed in General Regula- 
tions No. 100. 

(b) The GAO has tentatively formu- 
lated (along with the other members of 
the Joint Program) a comprehensive 
set of accounting, auditing, and report- 
ing principles for the Federal govern- 
ment. This statement of principles, 
which is presently being circulated 
among the various Federal agencies for 
comment, emphasizes principles rather 
than detailed procedures, flexibility 
rather than conformance to routines, 
the operating needs of management 
rather than the ease of auditing. The 
objectives of such an approach are ac- 
counting systems which are responsive 
to management needs to the maximum 
extent consistent with that degree of 
uniformity necessary to permit com- 
parisons between like activities and 
projects and to produce generally ac- 
ceptable and current financial state- 
ments for the government as a whole. 
Throughout, the principles recognize 
the need for close integration of budg- 
eting with accounting. The principles 
fully recognize that better accounting 
should not be obtained at the price of 
excessive costs of accounting refine- 
ments. 

(c) The GAO has announced its ap- 
proval of and experiments with the 
“comprehensive audit.” This type of 
audit adopts many of the test-check 
techniques of private professional ac- 
counting, provides for appropriate on- 
the-spot audits to gain an appreciation 
of the circumstances of transactions in 
the operating environment, and takes 
a broader and more constructive ap- 
proach to the function of auditing. 


(d) The GAO has entered upon a 
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schedule of system-examinations which 
would send systematizers into the agen- 
cies to make on-the-spot constructive 
recommendations by direct-conference 
methods. 

(ce) The GAO has taken some steps 
to eliminate those outmoded auditing 
techniques which audit by duplicating 
the accounting of the Treasury Depart- 
ment. Instead, GAO representatives 
will audit the accounts of the Treasury 
on a continuous basis. 

(f) The GAO has been principally 
instrumental in encouraging the De- 
partment of Defense, the General Serv- 
ices Administration, and the Economic 
Cooperation Administration to adopt 
the comptrollership form of organiza- 
tion. (The adoption of this form of or- 
ganization would raise the general 
stature of the accounting function in 
the organizational structure of the vari- 
ous agencies and provide for much 
greater coordination of the accounting 
with the related financial functions. On 
the other hand, the Bureau of the 
Budget is inclined to oppose the devel- 
opment of the comptrollership prin- 
ciple, since it fears that the budgeting 
function in the agencies might be un- 
wisely subjugated to the accounting 
function — more especially to account- 
ants. ) ‘ 

(g) Working with the other two cen- 
tral fiscal agencies in the Joint Pro- 
gram, the GAO has formulated a set 
of principles of inventory control which 
would not only set up standards for 
control of property, but provide for the 
integration of the property accounting 
with the financial accounting records. 


Treasury Department. (a) The 
Treasury Department has proceeded 


with plans to produce combined finan 
cial statements for the government as. 
whole. Such combined reports woul 
be prepared by bringing together 
reports of the various agencies and not 
by the maintenance of a complete sé 
of all accounts in the Treasury Depart 
ment. (This would be the principé 
new accounting function assigned 
the Treasury Department as contem 
plated under the Joint Program, sin 
that program does not plan for th 
complete organizational realignmen 
of accounting functions as recom 
mended by the Hoover Commission. 
(b) In conjunction with the other 
fiscal agencies of the Joint Program 
the Treasury Department has com 
menced a critical analysis of its ow 
accounting methods to eliminate 
outmoded procedural steps and un 
necessary control devices which hay 
long been a fetish with that agency. 


Conclusion 


The need for public arousal over th 
sad state of budgeting and accountini 
is no less urgent because some const 
tive bestirring has been evident. Som 
progress has been made; much progres 
is only apparent; much, still on th 
planning boards. The impetus of th 
Hoover Commission and the fear of ae 
tion by an aroused public should b 
credited as an effective spur to action 
The inertia of bigness and bureaucracy 
wherever it be found, needs constan 
prodding. Many constructive program 
are opposed on the grounds that mod 
ernization is experimental, whereas 7 
opposition is really grounded in the 
sire to preserve a job or jobs or t 
maintain existing jurisdictional lines. 


: 
: 
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This entire effort to improve the 
dgeting and accounting of the Fed- 
government is vital in providing 
it quality of disclosure of the finan- 
1 affairs of our government which is 
sic to the preservation of the demo- 
tic form of government. Without 
yper budgeting and accounting, it is 
ficult, if not impossible, to channel 
ailable resources intelligently into 
grams consistent with the desires of 
informed and responsive democracy. 
oper budgeting and its counterpart, 


proper accounting, may be likened to 
the pilot of a ship, without which the 
bearing and the course of the financial 
ship of state is unknown. 

Every citizen has a personal as well 
as a joint stake in the successful mod- 
ernization of the budgeting and ac- 
counting functions of our Federal gov- 
ernment such that the financial status 
and results of the largest and most 
complex of the world’s governments 
will be intelligently and currently dis- 
closed. 


Books Reviewed 


Wartime Economic Planning in Agri- 
Bela Gold (New York: 
1949, 


culture. By 
Columbia University Press, 
pp. 594. $6.75) 

This study, devoted to an analysis of 
the wartime allocation of agricultural 
resources, is a valuable addition to the 
small but growing literature on war- 
time economic mobilization experience. 
Attention is centered on the problems 
involved in increasing the effective- 
ness with which available resources 
were applied during the war to the 
task of maximizing the nation’s output 
of agricultural goods and services. The 
results of this past experience are given 
currency by their relevance to pressing 
problems of today. 

One of the great lessons of World 
War II economic control experience, 
amply documented by recent studies, 
is that effective mobilization is not syn- 
onymous with “maximum output” in 
any one segment of the economy. The 
strategic objective is over-all balance. 
More precisely, it is balance among 
competing demands in the economy 
relative to a defined scale of require- 
ment urgencies and productive capac- 
ity. Agricultural mobilization failed to 
meet this objective. 

With a sharpiy critical — yet respon- 
siblé— pen, Professor Gold  pains- 
takingly reveals the shortcomings of our 
World War II effort to mobilize Ameri- 
can agriculture. Here he is in agree- 
ment with others, including this re- 
viewer, who support the general thesis 
that our recent economic mobilization 
experience was hardly “total” and fell 
far short of the goals set for it. 


The architecture of the study is 
planned. Following two introducto 
chapters on “The Strategic Tasks of 
Agricultural Mobilization,” the writ 
devotes seven chapters to the needs 
potentials, and actual achievements - 
each major area of agricultural mobil 
zation during the 1940-45 period. Th 
analysis is followed by a group of fo 
chapters concerned with the allocatic 
and distribution aspects of wartir 
food management, including rationing 
price policies, exports and imports, 
domestic consumption. The adequaé 
of agricultural mobilization is then & 
amined in the next two chapters. Cot 
cluding the volume are four chapte 
devoted to “Conflicting Pressures an 
Practical Economic Planning.” 

Four major wartime requirement 
were set for American agricultur 
These were: “To ease the effects 
import deficits caused by the loss 
the enemy of customary sources 
overseas supplies; to expand total agt 
cultural production so as to maximi 
food supplies available for our ow 
armed forces and friendly claimant 
abroad; to reduce the excess of 
mestic consumption beyond the level 
necessary to maintain vigorous health 
and to minimize agriculture’s demanc¢ 
on scarce productive and distributio 
resources” (p. 490). The conclusig 
is reached that efforts to establish con 
crete goals for attaining these objec 
tives were quite unsuccessful. 

Beyond the problem of establishin 
broad goals, deficiencies are strikingl 
revealed in each area (output, lan 
use, farm machinery, livestock re 
sources, etc.) of agricultural plannin; 
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alysis of each major sector shows a 
sistent pattern “to underestimate 
scale of mobilization requirements, 
establish unduly limited adjustment 
Us, to rely on policies barely edging 
ond the limits of past practice, to 
erate patent ineffectiveness in the 
cution of newly adopted programs, 
1 to exhibit a singular readiness to 
reat from even urgent goals when 
se failed to elicit prompt adjust- 
mts of the magnitude recom- 
nded” (p. 488). 
t is true that production increased 
almost all groups of agricultural 
ducts during the war. But the pat- 
a of wartime expansion, observes 
writer, “bore fewer aspects of an 
erly mobilization of scarce resources 
n of a pell-mell response to the re- 
val of long-standing production re- 
etions combined with a general 
fe boom” (p. 292). Then, too, so 
as aggregate output was concerned, 
conclusion is reached that “total 
icultural production not only fell 
rt of requirements; it even fell con- 
erably short of feasible production 
entials” (p. 75). 
jauses of defects in agricultural mo- 
zation were many and they are 
rly presented. They run the gamut 
n vacillating leadership and funda- 
atal disagreement over basic issues 
ween Congress and various Execu- 
- agencies, to grubby administrative 
ails concerned with shortcomings in 
a-collection and research methods. 
rold’s conclusions are by no means 
orced from the realities of problems 
wartime administration. His close 
erience with the issues treated shows 
yughout the volume in a firm under- 


standing of the complexities of public 
policy formation, the intricacies of 
emergency administration of policy, 
and the unmitigating pressures which 
bend both policy and its administration. 
One may not agree with all the de- 
tailed conclusions reached in the study. 
But supporting facts for the principal 
conclusions are persuasively developed. 

The lessons of wartime agricultural 
mobilization experience have two sig- 
nificant current applications. First, 
they are relevant to peacetime prob- 
lems of government regulation. On the 
one hand, the principles learned from 
agricultural mobilization planning can, 
if judiciously studied, enable the gov- 
ernment to cope more effectively with 
the mounting administrative problems 
which society is placing upon it. But, 
on the other hand, those who look with 
unrestrained favor on detailed central- 
ized control will find in this book con- 
crete instances “of the serious effects 
upon planning in action of confusion 
in purpose, of inefficiency in perform- 
ance, and of the subordination of the 
national interest to considerations of 
personal and political expediency” 
(p. 570). 

Second, the lessons of this experience 
have direct use in the formulation of 
mobilization preparedness programs. 
This book should be required reading 
for those in the National Security Re- 
sources Board, the Munitions Board, 
the Industrial College of the Armed 
Forces, and the Department of Agri- 
culture, who carry the heavy respon- 
sibility for preparing adequate agricul- 
tural mobilization plans. 

But the lessons apply not alone to 
agriculture. Those concerned with war- 
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time and peacetime problems of gov- 

ernment regulation, in and beyond 

agriculture, will find much of value in 

re GrorcE A. STEINER 

Business Communication. By Everett 
C. Marston, Loring M. Thompson, 
and Frank Zacher (New York: The 
Macmillan Company, 1949, pp. xii, 
537. $4.50) 

This book is a three-decker “Dag- 
wood sandwich,” which may not suit 
the individual tastes or classroom needs 
of all professional teachers in the three 
separate fields English, 


graphic arts, and oral communications. 


of business 


It is, however, a good orientation vol- 
ume for anyone first approaching the 
subject of communications in business. 
It is essentially a “fundamentals” 
book, concentrating on breadth rather 
than depth. It purposely skirts treating 
any one type of business communica- 
tion in complete detail and concen- 
trates on showing how the various basic 
types of communication may be coordi- 
nated effectively in daily business use. 
This practical approach makes it a 
handy desk manual for businessmen, as 
well as a textbook for college use. 
Virtually every type of communica- 
tion used in business is presented in 
this volume. The most-used’ varieties 
of business letters and reports are ex- 
amined in Part One, as are many other 
kinds of written communications, in- 
cluding internal operation and promo- 
tion materials frequently used in 
business organizations. One short chap- 
ter in this section is devoted to the 
efficient preparation of telegrams. 
Part Two deals with the universal 
language of graphic communication 


and points out how it may be used with 
other forms of communication for more 
effective presentation of facts and ideas 
Besides offering some simplified draw} 
ing instructions, this section of the boob 
touches upon graphic layout, relations 

ship charts, simple numerical charts 
presentation of measures of relative im: 
portance, component-part charts, and 
percentage-change charts. i 

The final fourteen chapters of th 

book are devoted to oral communica 

tion, and, as in the other two fields of 
communication treated, the entire al 
of oral communication is surveyed am c 
platted. Two practical and somew ai 
unexpected chapters in this section deat 
with over-the-desk speaking and with 
interviews. The chapter on intervie bs 
runs the complete gamut of personnel 
interviews from the application inter 
view to the exit interview. 


Problems or assignments at the end 


of each chapter facilitate use of the : 
book as a college text, and the prob 
lems are applicable to actual business 
situations. 
While the authors may have handé 
capped the book’s wide acceptance as 
text in any of the three areas trea ec 
by attempting to cover the entire fiele 
of business communication in, one vo 
ume, they have pioneered in giving tht 
beginning student of business com 
munications a nodding acquaintance 
with all the forms rather than an inti 
mate acquaintance with a few of them 
Certainly they have provided a usefu 
volume for ex-students who have no 
studied the whole field and for teacher 
who may wish to point the way to mo 
information than selective treatmen 


resents. 
P Joun LyLe Sunil 


